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The  Institute  Has  a  New  Director: 

Henry  W.  Lewis 


HENRY  WILKINS  LEWIS  sees  the  past,  present, 
and  fntiue  ot  the  Institute  ol  Government  in  terms 
of  University  ser\ice  to  the  go\ernments  and  people 
of  North  Carolina.  That  is  important,  tor  Henry 
Lewis,  is  the  new  director  of  the  Institute  of  Go\ern- 
ment,  an  organization  to  \\hicli  he  has  dexoted  t^\•entv- 
seven  years  of  his  professional   life. 

In  his  view,  the  Institute  of  Go\ernment,  a  part 
of  the  University  of  North  Carolina  at  Cliapel  Hill, 
reflects  the  University's  long-held  philosophy  that  it 
has  a  total  educational  mission,  both  in  and  beyond 
the  classroom,  to  serve  the  people  ot  this  state.  Lewis 
believes  that  nothing  is  nearer  the  heartbeat  of  the 
state  or  more  determinative  of  the  kind  of  society  the 
state  has  than  its  government,  at  both  state  and  local 
levels.  He  feels  that  the  Institute's'niission  is  to  reach 
people  now  in  governmental  positions  or  who  may 
come  into  governmental  positions.  This  outreach — 
through  teaching,  considting,  and  pidjlishing — is  de- 
signed to  enhance  the  qiiality  of  public  ser\ice  in  the 
state  and  to  heljj  individuals  in  tle\eloping  their 
capacity  for  that  ser\ice. 

Henry  Lewis  does  not  see  this  as  any  change  from 
the  tradition  or  services  of  the  Institute  of  Go\ern- 
ment.  He  believes  it  is  imperative  that  the  Institute 
of  Government  faculty  remain  sensitive  to  the  needs 
of  those  in  pidilic  ofiue  and  retain  a  constant  will- 
ingness to  work  directly  with  all  categories  of  public 
officials  and  personnel.  He  hojies  and  believes  that 
the  Institute  staff  will  also  be  able  to  communicate  to 
non-officeholding  citizens  some  better  understanding 
of  "whatever  it  is  that  government  takes  on  and  is 
charged  with  doing."  In  effect,  this  continues  a  long- 
established  concept  of  Institute  responsibility  and 
role,  for  Henry  Lewis  says  flatly:  "This  is  no  departure 
from  what  we  are  charged  with  doing." 


Over  the  years  Heni-y  Le^vis  has  come  to  have 
strong  convictions  about  the  relationshijj  of  the  In- 
stitute ol  Government  to  the  Uni\'ersity  at  Chapel 
Hill.  He  slates  them  succinctly:  "The  Institute  of 
Government  is  fortunate  to  be  University-based.  I 
am  confident  that  a  major  reason  for  the  Institute's 
suit  ess  is  the  kind  of  people  we  have  been  able  to 
attract  to  our  latidtv.  The  reason  we  ha\e  been  able 
to  attrat  t  and  hold  them  is  that  they  are  able  to 
identii)  \vith  the  Universit\  as  facidty  members." 
Even  so,  he  ackls  emphaticalh,  "The  objecti\e  for 
e\ery  Institute  of  Government  facidt)  member  is  that 
he  or  she  maintain  close  contact  ^\ith  people  on  the 
job  in  go\'ernmenial  ser\ice." 

SINCE  THESE  OBSERVATIONS  obviously  reflect 
the  views  of  an  administrator,  it  is  worth  noting  that 
Henry  Le^\'is  has  ne\er  sought  an  administrati\e  role. 
.\  native  North  Carolinian.  Le^\  is  was  born  and  raised 
in  the  town  of  Jackson  in  Northampton  Coimty.  Fol- 
lcj\\ing  his  earlv  education  in  Jackson  public  schools 
and  at  X'iiginia  Episcopal  School  in  Lynchburg,  he 
retei\etl  his  A.B.  degree  from  the  Uni^ersity  of  North 
Carolina  in  1937  and  his  J.D.  degree  from  Har\'ard 
University  in  19-10.  .\dmitted  to  the  Bar  in  North 
Carolina  in  1940,  he  engaged  in  private  legal  practice 
for  a  year  and  then  ser\ed  in  the  United  States  Army 
for  five  \ears.  His  principal  affiliations  during  ^Vorld 
'War  II  were  with  the  99th  Infantrv  Division,  Head- 
cjuarters.  Third  .\rm\'.  and  \\ith  .\rmy  Ground  Forces 
Headcjuarters.  He  was  separated  from  the  Armed 
Ser\ices  in  1946  as  a  captain  and  since  then  has  served 
on  the  Institute  of  Goxernment  laiultv,  attaining  the 
rank  of  Professor  of  Public  Lau-  and  Go\ernment  in 
1958. 


His  major  fields  of  research,  teaching,  and  writing 
have  been  property  taxation,  organization  of  state  tax 
agencies,  legislative  organization  and  procedure,  and 
election  law  and  procedure.  Property  taxation  re- 
mains a  continuing  thread  in  his  career.  Even  in 
November  of  this  year,  his  first  month  as  director  of 
the  Institute  of  Government,  he  presided  over  one 
of  his  regular  schools  for  tax  officials. 

Through  the  years  Lewis  has  served  with  three 
tax  study  commissions.  He  was  consultant  and  drafts- 
man for  the  Commission  for  the  Study  of  the  Revenue 
Structure  of  the  State  (1957-58),  the  Commission  for 
the  Study  of  the  Local  and  Ad  Valorem  Tax  Struc- 
ture of  the  State  (1969-70)  (and  drafted  its  Machinery 
Act  of  1971),  and  the  Commission  for  the  Study  of 
Property  Tax  Exemptions  and  Classifications  (1971- 
72).  For  this  last  commission,  he  drafted  its  revisions 
of  the  statutes  dealing  with  exemption,  classification. 
and  preferential  tax  treatment  of  property. 

When  working  with  the  organization  of  state  tax 
agencies,  Lewis  served  as  consultant  and  draftsman 
for  the  Commission  on  the  Reorganization  of  State 
Government  (1953-54),  with  emphasis  on  the  Depart- 
ment of  Revenue,  the  State  Board  of  Assessment,  the 
Tax  Review  Board,  and  the  Department  of  Tax  Re- 
search. In  the  study  and  reworking  of  legislative  re- 
organization and  procedure,  he  did  research  and 
analyzed  the  standing  committee  system  of  the  North 
Carolina  Senate  for  H.  P.  Taylor,  Sr.,  who  was  then 
Lieutenant  Governor;  initiated  proposals  to  decrease 
the  size  and  number  of  Senate  committees;  and  made 
comparable  studies  of  committees  in  the  State  House 
of  Representatives.  His  background  in  election  law 
and  procedure  includes  serving  (1966-67)  as  consul- 
tant and  draftsman  for  the  Election  Laws  Revision 
Commission,  recodifying  the  primary  and  general 
election  laws  of  North  Carolina. 

His  numerous  publications  include  Basic  Legal 
Problems  in  the  Taxation  of  Property  (1958);  Property 
Tax  Collection!  in  North  Carolina  (two  editions,  1951 
and  1957);  In  Rem  Property  Tax  Foreclosure  (with 
Robert  G.  Byrd,  1959);  Judicial  Review  of  Property 
Tax  Appraisals  in  North  Carolina  (with  Donald  A. 
Furtado  and  others,  1966);  Mandamus  and  the  Octen- 
nial Revaluation  of  Real  Property  (with  William  A. 
Campbell,  1967);  Property  Tax  Exemptioris  and 
Classifications  (1970);  The  Annotated  Machinery  Act 
of  1971;  The  Properly  Tax:  An  Introduction  (1972); 
Legislative  Conunittees  in  North  Carolina  (1952); 
The  General  Assembly  of  North  Carolina:  Organiza- 
tion and  Procedure  (1952);  Conducting  Municipal 
Elections  (1961);  Report  of  the  Election  Laws  Revi- 
sion Conifnission  (1966);  Pritnary  and  General  Elec- 
tion Law  and  Procedure:  A  Handbook  for  Election 
Officials  (eleven  editions,  through  1968);  An  Introduc- 
tion to  County  Government  (1963;  revised  1968). 

Although  he  has  never  actively  sought  a  primary 
role  as  an  administrator,  Lewis  has  been  called  upon 


to  serve  in  administrative  capacities  before  being 
appointed  as  director  of  the  lOG.  He  was  in  charge 
of  the  Institute's  Legislative  Service  in  1949,  1951, 
and  1953  and  shared  that  responsibility  with  George 
Esser  in  the  1955  session.  During  Gordon  Gray's 
atlministration  as  president  of  the  Consolidated  Uni- 
versity of  North  Carolina,  he  served  on  a  committee 
to  investigate  hazing  at  the  Uni\'ersity  and  wrote  a 
rejxjrt  that  became  rather  celebrated.  He  also  served 
as  chairman  of  the  committee  to  inaugurate  William 
B.  .\ycock   as  chancellor  of   the   University. 

More  administrative  challenge  came  when  he  con- 
sented to  take  leave  from  the  Institute  facidty  to 
serve  one  year  as  vice-president  of  the  Consolidated 
University.  His  principal  resjxinsibilities  for  the  Uni- 
versity's general  administration  included  acting  as 
liaison  ofiicial  between  the  Board  of  Trustees  and 
the  University  administration  and  as  legal  counsel 
to  the  president  of  the  University,  the  chancellor,  and 
the  Board  of  Trustees  on  matters  affecting  labor  rela- 
tions and  student  disruption  and  discipline.  He  also 
had  supervision  of  the  University's  television  system 
during  that  year. 

[It  is  worth  noting  that  Lewis  has  other  adminis- 
trative experience  outside  the  University  system.  He 
is  a  director  of  the  Bank  of  Northampton  in  Jackson 
and  vice-president  and  a  director  of  the  Wilkins 
Texas  Company,  a  Virginia  corporation.  Since  1950, 
he  has  often  been  a  vestryman  and  three  times  senior 
warden  of  the  Chapel  of  the  Cross  in  Chapel  Hill,  a 
member  of  the  Standing  Committee  of  the  Episcopal 
Diocese  of  North  Carolina  lor  three  terms,  and  three 
times  deputy  to  the  Episcopalian  general  conventions. 
Since  1957  he  has  been  a  member  of  the  Advisory 
Board  of  the  Ackland  Art  Museum  of  the  University 
of  North  Carolina,  a  president  of  the  North  Carolina 
Collectors,  and  twice  a  member  of  the  executive  com- 
mittee of  the  State  Literary  and  Historical  Associa- 
tion. His  memberships  include  Phi  Beta  Kappa, 
Alpha  Tau  Omega,  Order  of  Gimghouls  (University 
of  North   Carolina,  Chapel   Hill),   Lincoln's  Inn  So- 
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What  do  others  think  of  Henry  W.  Lewis,    the  new 

director  of  the  Institute  of  Government?    Here  are  some  comments: 


Henry  Lewis  represents  to  nie  the  essence  of 
what  is  truly  good  about  North  Carolina.  He 
knows  the  state  from  end  to  end,  is  acquainted  with 
vast  numbers  of  its  people,  is  related  to  many  of 
them,  and  works  for  its  welfare  with  de\otion, 
energy,  and  skill.  His  interests  are  many  and  wide, 
but  somehow  they  all  come  home  to  Carolina  in 
the  end.  .  .  .  He  is  the  man  who  pro\ed  to  me  that 
one  person  really  can  be  kin  to  a  whole  state. 
— Joseph  C.  Sloane,  Chairman 
Department  of  Art 

t'niversitv   of   North   Carolina    at    Chapel 
Hill 

If  I  were  to  choose  one  thought  or  recollection 
concerning  Henry,  it  \\ould  be  his  enthusiastic 
desire  to  help  others  and  to  discuss  their  problems. 
This,  of  course,  has  been  reflected  in  the  ad 
valorem  tax  field,  since  that  is  his  sjjecialty;  but  I 
believe  it  will  be  reflected  in  any  aspect  of  his  life. 
— P.  Eugene  Price,  Jr. 

Forsyth  County  Attorney,  \\'inston-Salem 

I  have  high  regard  for  [Henry  Le^^■is]  .  .  .  espe- 
ciallv  for  his  penetrating  mind  and  his  keen  atten- 
tion to  details.  In  the  area  of  North  Carolina  tax 
law  I  doubt  whether  anyone  exceeds  him  in  knowl- 
edge, especially  historic  perspective. 
—William  D.  Snider 

Editor  and  Vice-President 
Greensboro    Daily   Xeivs — Greensboro 
Record 

I  have  a  veiT  high  regard  of  Henry's  abilit\ 
and  I  am  confident  that  the  Institute  will  continue 
to   flourish   imder  his   leadership. 

— William  A.  Dees,   Jr.,  Goldsboro 

Attorney-at-Law   and   Chairman   of   the 
Board  of  Governors 
University  of  North  Carolina 

Among  other  qualities,  Henry  Lewis's  tenacious 
adherence  to  sound  standards  and  his  enormous 
capacity  for  hard  work  have  made  him  a  highly 
respected  leader  in  the  academic  world  and  in  the 
halls  of  government. 

— ^Villiam  Friday 

President,    University   of   North    Carolina 

When  I  think  about  Henry  Lewis,  I  come  im- 
mediately to  the  thought  that  here  is  a  man  of 
many    parts — able,    learned,    and    effective    profes- 


sionalh,  with  broad  intellectual  anil  cidtiual  in- 
terests, notably  in  art  and  history,  a  good  and 
responsible  chinchman,  and  a  valuable  Universits 
prole-^sor  who  can  lie  counted  on — with  it  all.  a 
man   \\ho  doesn't  hesitate  to  speak  his  mind. 

—  J.  Carlyle  Sittcrson 

Kenan    Professor  of  History 

Former   (;hancelIor,    University   of    North 

Carolina  at  Chapel  Hill 

.  .  .  [Henry  Lewis]  is  a  man  of  great  dignity, 
of  broad  and  deep  cultinal  interests,  of  profound 
commitment  to  the  state  of  North  Carolina  and 
its  government,  and  of  tact  and  personal  grace.  He 
is  a  de\out  chinchman,  and  in  an  age  when  they 
are  becoming  distressingly  few,  he  is  in  the  truest 
and  best  sense  a  gentleman. 
— C;.  Hugh  Holman 

Kenan  Professor  of  English 
Former  Provost,  Universitv  of  North  Caro- 
lina at  Chapel  Hill. 

.\lthough  [Henry  is  the  tax]  "expert"  from 
out  of  town,  he  ne\ei  has  taken  adamant  positions, 
but  has  always  recognized  the  fact  that  there  are 
problems  to  which  there  are  no  apparent  answers, 
e\en  in  the  statutes  that  he  has  so  ably  drafted.  It 
has  always  been  a  pleasine  to  work  with  him. 

—  James  C.  Fox 

Ne^^■  Hanover  County  Attorney 

[Henr\  is]  the  most  knowledgeable  expert  on 
ad  valorem  taxes  I  ha\e  ever  had  any  contact  with. 
He  has  always  been  willing  to  give  me  the  benefit 
of  his  research  on  the  many  and  varied  county 
problems  \vhich  I  ha\e  plagued  him  with,  and  his 
guidance  has  been  particidarh  helpftd  in  the  many 
areas  in  which  statutes  ha\e  not  been  interpreted 
by  the  courts. 

I  value  his  friendship  highly,  and  admire  liim 
greatly. 

— Clarence  Kluttz 

Rowan  Couiuv  Attorney 

[Henry]  has  always  sought  to  involve  himself 
in  things  that  were  challenging  to  him  and  in  the 
end  productive. 

—  J.  C.  Eagles,   Jr.,  W'ilson 

Former  Vice-Chancellor  for  Finance 
Universitv   of   North   Carolina   at   Chapel 
Hill 
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ciet\  (HaiAard  Law  Sthool),  Xoiih  Carolina  Bar 
Absotiation.   ami  Torch  Club.] 

LEWIS  NOTES  THAT  THE  CHALLENGE  lacing 
an\'  new  Institute  ol  Go\ernnient  administrator  de- 
ri\es  in  part  Irom  the  structure  ol  the  organization. 
He  sa\.s:  "The  IiLstitiue  administrator  traditionally 
Irees  the  staff  from  administraii\e  responsibilities  so 
that  ihev  can  do  the  job  lor  which  they  are  hired. 
But  he  d(jesn't  get  any  preparation  or  helptul  experi- 
ence as  a  lacidtN'  member  and  has  to  learn  a  great 
deal  trom  scratch."  Lewis  lists  budget,  personnel,  and 
building  maintenance  as  three  examples  ol  adminis- 
trative responsibilitx  lor  ^vhith  experience  as  a  stall 
member  does  little  to  prepare  the  new  administrator. 

The  new  director  sees  space  limitations  and  in- 
sufficient supporting  ser\ices  as  primarx  Institute 
problems.  .Since  the  present  Institute  oi  Government 
building  was  constructed  se\enteen  years  ago.  Insti- 
tute services  and  personnel  ha\e  outgro^vn  the  build- 
ing's abilit\  to  house  them.  .Says  Lexv'is:  "We  are 
severely  restricted  with  legard  to  classroom  space  and 
ha\e  hail  to  encroach  on  needed  dormitory  sjjace  for 
offices."  (Actually,  the  entire  basement  floor  residence 
hall  has,  of  necessitv,  been  conserted  to  office  space. 
The  first  Institute  building,  completed  in  1939, 
served,  from  the  time  the  Institute  mo\ed  into  the 
present  building  in  I9.">()  until  recentlv,  as  the  Ad- 
ministration building  tor  the  Consolidated  Uni\er- 
sity.) 

The  University  and  the  state,  as  Lexvis  sees  it, 
have  been  responsi\e  in  meeting  the  Institute  needs 
for  faculty.  Howevei .  he  abser\es:  "We  need  funds 
for  supporting  services,  secretarial  and  business. 
Further,  the  funds  available  to  the  Institute  of  Go^•- 
ernment  foi  publications  are  too  limited.  Restricted 
state  support  for  these  purposes  hints.  The  effecti\e- 
iiess  of  an  Institute  ol   Government  staff  member  is 


sei  iously  lestricted  without  ,idcc|uate  secretarial  and 
research  assistants,  espedallv  when  fluids  lor  publica- 
tions also  are  tight." 

THE  FULL-TLME  NATURE  of  the  administrator's 
job  will  lea\e  Lewis  little  time  lor  the  teaching  and 
wilting  he  h.is  so  long  cheiished.  He  points  to  the 
new  demands  on  his  time  in  characteristic  fashion: 
"The  diiec  torship  recjuires  so  much  consultation 
under  the  Uni\ersitv's  instrLniient  of  t;o\'ernnieiit, 
there  is  no  way  I  can  escape  responsibility.  I  have 
no  right  to  pass  authority  and  responsibility  to  any 
l.icult\  memhei.  I  can  ask  someone  to  act  for  me, 
but.  il   1   should,  1   would  still   be  responsible." 

Lewis  is  only  the  third  director  of  the  Institute 
ol  Go\ernmeiit  in  forty -three  years.  Tlie  founder  and 
Inst  director,  .Albert  Coates,  served  from  the  incep- 
tion ol  the  Institute  in  I9.'il  until  retirement  in  1962. 
I'lie  second  directoi.  [ohn  L.  Sanders,  was  Institute 
director  iioiii  1961!  uiiiii  .\o\eiiiber  1,  1973,  when 
he  assumed  duties  as  Vice-President  tor  Planning  of 
the  Uni\ersity  of  North  Clarolina.  As  it  happens,  all 
three  diiectors  call  eastern  North  Carolina  home. 
Both  Coates  and  .Sanders  were  horn  and  raised  in 
jcjhnston   Count\. 

.\notlier  common  denominator  is  the  legal  back- 
giound  oi  each  diiecior.  Cloates,  like  Lewis,  is  a 
graduate  ol  Har\aicl  Law  School.  Saunders  com- 
pleted his  law  degree  at  the  Laiv  School  of  the  Uni- 
\ersity  ot  North  Carolina.  This  compatibility  of 
geographical  origins  and  personal  backgrounds  pro- 
\  ides  an  inteiesting  circumstance.  Each  of  the  three 
directors,  ho\\e\er.  is  \ery  much  an  individualist. 
T  hat  incli\iduality  has  been  and  no  doubt  will  be 
reflected  in  the  administration  ot  each  man.  For  clues 
as  to  the  ]jersonality,  chaiacter,  and  cjualifications  of 
Henry  Lewis,  voti  may  wish  to  read  comments  bv 
others  published  in  the  box  on  page  3. 

— Elmer  R.  Oettinger 
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SANDERS  BECOMES 

VICE-PRESIDENT 
OF  THE  UNC  SYSTEM 


SAYING  HELLO  to  Henry  Lewis 
as  director  ot  the  Institute  ot  Gov- 
ernment means  saying  goodbye  to 
John  Sanders.  Sanders  resigned 
the  directorship  last  October  to 
become  Vice-President  for  Plan- 
ning ot  the  University  ot  North 
Carolina  system,  which  now  com- 
prises all  ot  the  state's  institutions 
ot  higher  education.  He  became 
tlie  institute's  second  director 
when  its  founder.  Albert  Coates, 
retired  in    1962. 

If  it  is  true  that  an  administra- 
tor's chief  role  is  to  expedite  the 
work  of  his  colleagues  and  bring 
out  the  best  in  them,  then  John 
Sanders  was  an  uncjualified  success 
at  the  Institute.  First  of  all,  he  had 
a  strong  concept  of  the  Institute's 
mission  in  serving  the  people  of 
North  Carolina,  aird  all  of  his 
leadership  was  directed  tow^ard 
that  end.  He  was  utterly  fair  with 
all  who  work  at  the  Institute,  and 
his  colleagues  knew  that  his  com- 
ments and  criticisms  came  from 
perceptive  insiglits  and  were  aim- 
ed at  improving  the  Institute's 
service  to  the  state.  Members  of 
the  staff  and  faculty  dining  his 
directorship  did  not  work  for  John 
Sanders;  they  worked  for  the 
people  of  the  state  and  their  gov- 
ernments througli  the  Institute 
and  with  Sanders. 

In  his  vision  for  the  Institute, 
he  saw  its  work  expanding  stead- 


il\,  but  he  had  constant  concern 
lor  its  qualitN.  He  was  not  inter- 
ested in  empirc-bu  i  111  ing — he 
sought  the  growth  and  well-being 
ot  the  Institute  solely  in  order  that 
its  mission  might  be  better  accom- 
plished. He  believed  strongly  in 
the  Institute's  operating  jjrinciples 
ol  lomjsetence,  objectivity,  and 
nonaiKocacy,  and  he  saw  the  Insti- 
tute as  being  in  the  service  of  all 
the  people  of  the  state,  of  all  ]}o- 
litical  factions  aird  parties,  and  of 
all  le\els  and  units  of  go\ernment. 

.\  remarkatile  thing  about  John 
Sanilers  is  his  sense  of  humor.  He 
is  a  serious  man,  yet  he  has  an 
abunilante  ot  wit  that  is  quick,  dry, 
and  incisi\e.  It  is  air  extension  of 
his  personality;  directed  at  trim- 
self,  he  uses  it  to  maintain  a  mod- 
est attituile  that  is  genuinely  his. 
He  also  uses  humor  as  an  instru- 
ment ot  administration,  as  a  tool 
to  (lit  open  the  most  difhcidt  pulj- 
lic  and  organizational  problems. 
,\t  the  Institute,  if  the  faculty  be- 
gan to  take  itself  too  seriously,  he 
coidil  suggest  that  the  dust  in  the 
h:dh\ays  probablv  reflected  clay- 
tooted  trafhc  that  had  nothing  to 
do  with  the  number  of  visitors  to 
the  Institute.  ,\nci  in  social  situa- 
tions no  one  has  e\er  accused  him 
ot  being  pimy  at  pimning  (to 
whicli  he  is  mildly  addicted). 

Within  the  University  of  North 
Carolina   at   Chapel    Hill    and   the 


linger  l'ni\ersity  system,  Sanders 
has  made  enormous  contributions 
in  special  posts  and  committee  as- 
signments, assignments  that  came 
to  him  because  of  his  knowledge 
ol  law  and  higher  education  and 
because  of  the  respect  tor  liis  judg- 
iiieiu  that  other  administrators 
hold.  (And  wlio  can  calculate  the 
lontributioirs  he  has  made  in 
simple  conversations  with  those 
who  ha\e  souglrt  his  opinion  and 
counsel?)  Few  months  have  passed 
without  Iris  involvement  in  some 
significant  general  Uni\ersity  ac- 
ti\ity  in  Chapel  Hill.  He  served 
on  the  Chancellor's  Advisory  Coini- 
cil  and  on  the  Agenda  Committee 
tor  tlie  Faculty  Council;  Ire  was 
chairman  of  various  committees 
concerned  \vith  e\aluating  some 
;ispect  ot  the  University's  opera- 
tion and  a  memljer  of  do/ens  ot 
others:  anil  he  was  the  president  ot 
the  first  Faculty  Assembly,  com- 
posed of  representatives  tiom  the 
sixteen  institutions  that  make  up 
the  University  ot  North  Carolina 
system.  Just  before  Iris  resignation 
as  Institute  director,  lie  served  as 
c  hail  man  ol  the  L'NC-CH  special 
.Mill  iiiati\e  .\ction  Committee  that 
was  charged  with  developing  an 
afliiinative  action  plan  for  tire 
Chapel  Hill  campus.  In  addition, 
he  often  ser\ed  on  state  and  na- 
tional committees  as  a  representa- 
tive of  the  Institute  of  Go\ern- 
iiieiit   or   the    University. 
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SANDERS  HAD  BEEN  A  MEM- 
BER ot  thu  Institute  staff  ior  six 
vears  betore  he  was  appointed  di- 
rector bv  William  B.  Aycock.  then 
Chaiuellor  at  Chapel  Hill.  Din- 
ing that  time  he  had  been  in 
charge  ot  the  Institute's  staff  ^\■ork 
lor  the  Commission  on  Reorganiza- 
tion ot  State  Government  and  hatl 
established  himself  as  an  authorit) 
on  legislati\c  apportionment  and 
ledistricting  and  on  state  constitu- 
tional de\elo]jment  in  North  Caro- 
lina. His  articles  on  legislatixe 
representation  that  appeared  in 
Popular  Govertniieut  in  19(il  antl 
1962  stand  as  the  key  wnvli  on  the 
history  of  legislati\e  lepresentation 
in  North  Carolina.  These  -ivere 
sujjplemented  by  other  publica- 
tions on  rejiresentaiion  and  In  ex- 
tensive assistance  to  legislati\e 
connnittees  concerned  Avith  reap- 
portionment and  redistricting  after 
the  1960  and  1970  censuses. 

The  ^\'ork  on  various  revisions  ot 
the  North  Carolina  Constitution 
during  the  past  U\-o  decades  pro- 
\'idecl  Sanders  \vith  another  oppor- 
tunitv  to  de\elop  the  narrative  of 
North  Carolina  constitutional  his- 
tory and  to  contribute  through 
staff  support  to  the  constitutional 
revision  that  occurred  during  this 
period.  Jn  these  years  he  i\'rote  an 
account  of  the  several  constitu- 
tional conventions  and  analyses  of 
the  proposals  for  re^■ising  the  Con- 
stitution. When  Goyernor  Moore 
appointed  the  special  constitu- 
tional study  committee  that  pro- 
duced the  editorial  reyision  of  the 
Constitution  and  amendments  that 
were  ultimately  appro\ed  by  the 
voters  in  1970,  Sanders  was  the  key 
member  of  the  Institute  staff  that 
rendered  professional  support  to 
the    connnittee.     Much    of    the    re- 


search, chatting  of  texts,  and  final 
(onnnittee  report  \\ere  his  work. 

.\lniost  from  the  beginning  of 
his  sojourn  at  the  Institute  Sanders 
had  tollo\\ed  his  interest  in  higher 
education.  In  the  tourteen  months 
immediately  before  he  became  di- 
rector, he  had  been  on  leave  to 
seiN'e  as  secretary  to  the  Governor's 
Commission  on  Education  Beyond 
the  Hioh  School.  The  work  of  that 
conuriission — which  has  been  de- 
scribed as  the  most  iiiteiisi\e  and 
compiehensive  study  e\er  made  of 
higher  education  in  North  Caro- 
lina initil  then — led  to  the  estab- 
lishment of  the  present  system  of 
community  colleges  and  technical 
institutes.  His  assignment  with 
that  commission  only  began  his 
extensive  work  in  higher  educa- 
tion. In  1966  he  pro\ided  the  prin- 
cipal staff  assistance  for  the  special 
commission  studying  the  Board  of 
Trustees  of  the  Consolidated  Uni- 
\ersity  of  North  Carolina,  .-^nd 
throughout  the  19(i0s  he  -ivorked 
wh\i    Universit\    otficials.    members 


of  the  General  .\ssemblv,  and  Gov- 
ernors on  the  various  reorganiza- 
tion actions  that  culminated  in 
the  establishment  of  the  present 
statewide  University  of  North 
CJarolina  s\stem.  of  which  he  has 
become  \'ice-President. 

Thus  while  for  ele\en  years 
Sanders  was  an  administrator  by 
title  and  a  distinguished  one  in 
tact,  he  continued  his  professional 
work  in  the  areas  of  legislative 
representation,  constitutional  de- 
\elopment,   and   higher   education. 

IN  HIS  UNDERGRADUATE 
D.A'i'S  (he  -ivas  once  a  student  at 
North  Carolina  State)  Sanders  had 
])ianned  a  career  in  architecture, 
though  he  recei\ed  his  undergrad- 
uate degree  in  history.  Some  of 
his  close  friends  \vill  fancy  that 
the\  see  him  taking  Frostian 
glances  backward  at  the  roads  of 
architecture  and  history  that  were 
not  taken  when  he  later  chose  law 
and  public  service.  They  are  prob- 
abh  correct,  and  in  his  avocation 
he  has  tound  a  way  to  merge  these 
interests  in  architecture,  history, 
and  la^y.  He  is  the  leading  author- 
it\  on  North  Carolina's  state  capi- 
tol  building  and  has  spent  count- 
less hoins  of  research  on  its  history. 
In  the  current  capitol  restoration, 
he  has  served  as  consultant  to  the 
architects  and  to  the  Di\ision  of 
.\rchives  and  Histor\.  It  is  char- 
acteristic of  him  that  a  private 
jjassion  is  also  a  public  service, 
just  as  it  \vas  chai  acteristic  (and 
to  be  exjjected)  that  \yhen  he  left 
a  record  ot  accomplishment  at  the 
Institute,  it  was  to  mo\e  to  another 
post  -^yhere  ser\  ice  to  the  State  and 
the   liii\ersit\    could   continue. 

— Jake  \\'icker 
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FINANCING  PUBLIC  EDUCATION 
Recent  Court  Decisions 

William  A.  Campbell 


This  article  reviews  a  miiiiber  of  recent 
judicial  decisions  dealing  with  ilie  Hnancing  of 
public  etiucation.  Its  primary  iocus  is  on  the 
Serrano^  and  Rodriguez-  cases  and  the  princi- 
ples to  be  derived  therefrom,  but  it  also  dis- 
cusses the  school  Hnance  issues  presented  by 
recent  decisions  involving  the  education  of 
mentally  retarded  children,  metropolitan  de- 
segregation plans,  and  student  fees. 

IN  1971  AND  1972,  great  hopes  were  raised  in  some 
ijuarters  and  great  consternation  in  oihcis  by  a  series 
of  judicial  decisions  that  sought  to  eliminate,  on  con- 


Tliis  .Titiclc  is  a  icviscd  version  of  a  paper  presented  in 
Las  Vegas.  Nevada,  Marcti  28,  197,'!.  at  a  Seminar  on  Financing 
Educational  Opportunity,  sponsored  by  the  Regional  Inter- 
state Project  Program.  Ilie  paper  has  been  published  by  the 
Colorado  Department  ol  liducation  in  a  report  of  the  seminar. 
Most  of  the  research  for  this  article  and  the  ideas  presented  in 
it  were  developed  in  the  author's  work  on  the  Report  on  Notili 
Carolina  School  Finance:  Responses  to  Serrano-Rodriguiz  (In- 
stitute of  Government.  November  1,  1972).  Co-authors  of  the 
Report  were  Charles  D.  Liner,  Assistant  Professor  of  Public 
Law  and  Government  and  Economics,  and  Robert  E.  Phay, 
Associate  Professor  of  Public  Law  and  Government — both  at 
the  Institute  of  CJovernmcnt.  University  of  North  Carolina  at 
Chapel  Hill;  and  John  M.  Payne.  Assistant  Professor,  Rutgers 
fniversity  School  of  Law. 

1.  Serrano  v.  Priest,  9G  Cal.  Rptr.  (iOl.  487  P.2d  IL'41   (1971). 

2.  Rodriguez   v.   San    .Antonio    Independent   School    District. 
337  F.  Supp.  280  (VV.D.  Texas   1971). 


stittiiional  gioiinds,  itict]ttalities  in  financial  resources 
among  local  school  districts  that  lestilted  from  differ- 
ences in  property  valtiations.  The  United  States  Su- 
preme Court  rejected  the  constitittional  theory  itpon 
which  these  decision.s  were  based  in  the  case  of  San 
Auionin  hidcpi'iidcnl  School  District  i>.  Rodriguez,'^ 
and  thus  etided  for  a  time  hopes  that  the  inequalities 
cotnjoL'tinc'd  of — and  adtnitted — woulil  be  declared  in- 
\alid  on  federal  consiittiiional  giotmds.  That  did 
tiot  end  the  matter,  however,  because  several  of  the 
judicial  decisions  following  Serrano  were  based  on 
state  rather  than  federal  constitutional  grounds,^  and 
other  sitits  may  yet  be  biought  on  state  grounds. 
Furthei  inore,  the  Scrraiio-Rodrigitcz  cases  stirred  an 
intense  ititeiest  amono  "overnors  and  state  legisla- 
tiires  in  methods  of  alle\iating  some  of  the  more 
egregiotis  inetptities  in  local  school  finance.  The 
commetits  and  observations  in  this  article,  therefore, 
are  relevant  to  those  states  in  which  suits,  based  on 
language  in  the  state  constittitit)n,  have  been  or  are 
beitig  brought  challenging  the  systems  of  school 
finance  on  Scrra)i()-Ro(lrigiicz  principles,  and  to  those 
states  that  are  not  under  judicial  mandates  to  re- 
structure their  systems  but  whose  governors  or  legis- 
lators wish  to  make  changes  in  accordance  \vith  Ser- 
rano-Rodriguez ])rinci]3les. 


3.  411   U.S.  1   (1973). 

4.  Serrano  itself  is  based  in  the  alternative  on  state  con- 
stitutional grounds.  So  also  are  Robinson  v.  Cahill,  118  N.  J. 
Super.  223,  287  A.2d  187  (1972),  ajj'd  on  state  constitutional 
grounds,  fi2  N-I.  473.  303  A.2d  273  (1973).  anil  Milliken  v. 
Green,  389  Mich.   1,  203  N.VV.2d  45G  (1972). 
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The  Serrano-Rodriguez  Principles 

Seiratto  t'.  Fricsl,  decided  in  1971  by  the  Calitornia 
Supreme  Court,  was  die  first  judicial  decision  invali- 
dating, on  equal  protection  grounds,  a  state  system  ot 
school  finance.  In  reviewing  the  school  finance  system 
under  attack,  the  court  found  that,  in  fiscal  year  1968- 
69,  55.7  per  cent  of  educational  revenue  in  California 
came  from  the  local  property  tax,  35.5  per  cent  from 
state  aid,  and  6.1  per  cent  from  federal  funds.  The 
amount  of  local  funds  available  depended  on  the 
appraised  property  values  in  the  local  school  district, 
and  these  values  varied  across  the  state.  Clalifornia 
employed  a  foimdation  plan  of  state  aid  with  which 
it  tried  to  ensure  that  each  district  received  a  mini- 
mum amount  of  money  per  pupil,  regardless  of  its 
propertv  values.  Despite  this  program,  wide  dispari- 
ties existed  in  per-pupil  expenditures  among  the 
local  school  districts. 

The  court  foiuul  that  the  state's  system  of  financ- 
ing public  education  brought  about  a  denial  of  ecpial 
protection  of  the  laws  under  the  Fomteenth  .Amend- 
ment to  the  United  States  Constitution  and  similar 
clauses  of  the  California  constitution.  In  so  finding, 
the  court  declared  that  education  was  a  fundamental 
constitutional  interest  and  that  an\  wealth  classifica- 
tion affecting  education  must  be  strictly  scrutinized. 
The  legal  principle  to  be  derived  from  Seirauo  may 
be  simimarized  as  follo^vs:  a  system  of  financial  sup- 
port for  public  education  in  which  the  major  determi- 
nant of  funds  per  pupil  is  the  appraised  valuation  of 
property  within  a  district  creates  a  classification 
based   on    wealth    affecting-   a    fundamental    constitu- 

o 

tional  interest  unsupported  by  a  compelling  state  in- 
terest; that  system  is  therefore  in  contravention  of 
the  equal  protection  clause  of  the  Fourteenth  .Amend- 
ment. This  principle  is  more  succinctly  stated  by 
Coons,  Clune,  and  Sugarman  in  Prn'atc  Wealth  and 
Public  Education  in  the  noi\-fainous  Proposition  I: 
"The  quality  of  public  education  may  not  be  a  func- 
tion of  wealth  other  than  the  total  wealth  of  the 
state."" 

Following  Serrano,  there  were  decisions  in  Minne- 
sota, Texas,  New  Jersey,  .Arizona,  Wyoming,  Kansas, 
and  Michigan  that  invalidated  on  eepial  protection 
grounds  the  systenrs  of  school  finance  in  those  states. 
The  Texas  case,  Rodriguez  i'.  San  Antonio  Indepen- 
dent School  District,  is  of  special  interest  because  it 
was  appealed  to  the  United  States  Siqareme  Court, 
where  it  -^vas  reversed.  A  three-judge  federal  district 
court  reviewed  the  Texas  school  finance  system  in 
Rodriguez  and  found  the  same  types  of  inequalities 
that  the  California  coint  had  foiuid  in  Serrano. 
Texas  also  emploved  a  foundation  plan,  but  the  local 
districts  had  to  use  fimds  raised  from  the  local  prop- 
erty tax  to  finance  capital  expenditmes  and  to  finance 
all  operating  expenditures  abo\e  the  foundation  level. 


.\s  a  residt,  wide  disparities  existed  in  per-pupil  ex- 
penditures among  the  local  districts. 

The  district  court  essentialh  followed  the  reason- 
ing of  the  Serrano  case  and  held  the  Texas  system 
luuonstitutional  as  a  denial  of  equal  protection  of 
the  laws  in  violation  of  the  Fourteenth  Amendment. 
Both  Serrano  and  Rodriguez — Serrano  explicitly, 
Rodriguez  implicitly — rest  on  the  assumption  that 
there  is  a  significant  and  demonstrable  correlation 
bet\\-een  ihe  level  of  expenditiue  and  the  qualitv  of 
education.  Common  wisdom  tells  us  that  this  is  so 
up  to  a  certain  point;  but  beyond  that  point,  com- 
mon ^visdom  is  not  helpfid,  and  several  recent  studies 
made  ijy  social  scieirtists  indicate  that  there  is  no 
significant  correlation — be\ond  some  difficidt-to-define 
threshold." 

It  shoidd  be  emphasized  that  neither  Serrano  nor 
Rodriguez,  nor  anv  of  the  cases  followinsj  them,  de- 
dared  that  the  property  tax  may  not  be  used  for  the 
financing  of  schools:  a  proj^erly  structured  and  etpial- 
ized  jjroperty  tax  appears  to  be  constitutional.  Fur- 
ther, it  should  be  emphasized  that  the  cases  do  not 
ret]uire  the  affected  states  to  implement  any  particu- 
lar tvpe  ot  financing  system;  r.uher,  ihey  tell  the  states 
what  the\  cannot  do.  Finally,  the  cases  do  not  re- 
cjuire  ecpial  per-piqjil  expenditmes  across  the  state, 
.dthougii  the\  do  appear  to  jK'rmit  such  ecpial  ex- 
penditiues. 

The  Ignited  States  Supreme  Court  reversed  the 
district  coint  in  Rodriguez.  The  Court,  in  an  opin- 
ion b\  Justice  Powell,  first  stated  that  the  Texas 
financing  system,  although  leaving  local  school  dis- 
tricts dejjendent  on  widely  disparate  property  tax 
bases,  did  not  create  a  wealth  classification  in  the  way 
th.u  other  classifications  had  done  that  had  been 
struck  down  as  "suspect."  To  support  this  position, 
the  OJint  reasoned  that  the  Texas  financing  system 
discriminated  not  on  the  basis  ot  personal  wealth  but 
on  the  basis  ot  district  wealth,  and  in  previous  cases 
declaiing  wealth  classifications  invalid,  the  disci  imina- 
tion  had  been  on  the  basis  of  personal  wealth.  Sec- 
ond, the  Court  stated  that  the  wealth  discrimination 
complained  of  did  not  cause  an  absolute  clepriv:ition 
ot  education,  but  only  diminished  the  qualit\  ot  the 
education  in  some  inicertain  degree.  The  Coiut 
fin  ther  refused  to  accept  the  argiunent  that  education 
is  ;i  lundamental  constitiuional  interest.  It  did  not 
clen\  the  importance  ot  education  to  society,  but 
staled  that  social  importance  alone  is  not  enough  to 
elevate  an  interest  to  the  status  requiring  special  con- 
stitiuional jjrotection.    Thei  e  is  no  right  to  education 


5.  See  Private  Wealth  .a.,\d  Public  Education  304  (1970). 


li.  Sec  Office  of  Kducation,  L  ..S.  Department  of  Hf_\lth, 
KmrAiioN  WD  \VELFARf.  Equality  of  Educational  Opportii- 
Mi-i  (19(56).  [The  Coleman  Repoit];  Mosteller  and  Moynihan, 
L'ds..  On  Equality  of  Educvtionm.  Opportunity'  (1972):  and 
I'icarriello.  Rtport  for  Fiscal  Year  I^'67,  in  How  Efffctive  Is 
ScHooLiNC?   (.•\verch  ed.   1971). 

7.  San  Antonio  Independent  School  District  \.  Rodriguez, 
411    U.S.   1    (1973). 
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"cx[jlititly  or  iiiipliciily  t;iiaianteccl  b\  tlic  C^onstitu 
lion."  Tlic  C^oiirt  ihtis  tlcxlincd  lo  .ictept  the  two 
supporting  arguments  that  would  have  leqiiiied  thai 
the  Iniance  system  be  measured  b)  the  more  exacting 
"strict  sciutiny"  lest  umler  the  equal  ])rote(  lion 
clause,  and  instead  nieasined  ihe  system  by  the  tra- 
ditional "rational  relationship"  test.  The  Court 
accepted  the  state's  contention  that  the  ol)jecti\e  of 
the  classification  was  to  preser\e  some  amount  ol 
local  control  over  school  financing  and  that  there  was 
a  rational  relationshij)  between  the  system  and  the 
objecti\e. 

The  majorit)  opinion  was  joined  by  ii\e  of  the 
nine  |ustices.  Justice  Stewart  wrote  a  brief  concin- 
ring  opinion  that  stiessed  the  presumption  of  the 
validity  of  state  legislative  classifications  when  no 
"susjject"  classification  is  involved.  Justices  Brennan 
and  White,  joined  by  Justice  Douglas,  dissented  on 
the  grounds  that  the  Texas  system  of  finance  is  in- 
valid even  when  measured  by  the  rational  relation- 
ship test.  Justice  White's  point  is  a  telling  one.  He 
reasoned  that  it  is  not  enough  that  the  system  seeks 
tcj  achieve  a  constitutionally  valid  objective;  the 
means  chosen  to  reach  that  objective  (the  classifica- 
tion) nuist  be  rationally  related  to  the  objective.  "Re- 
quiring the  State  to  establish  onlv  thai  unecpial  treat- 
ment is  in  furtherance  of  a  permissible  goal,  without 
also  requiring  the  State  to  show  that  the  means 
chosen  to  effectuate  that  goal  are  rationally  related  to 
its  achievement,  makes  equal  protection  analysis  no 
more  than  an  empty  gesture."  The  Texas  system  was 
simply  not  a  rational  means  of  achieving  the  goal  of 
local  financial  control. 

Justice  Marshall,  in  a  powerfid  dissent  joined  i)y 
Justice  Douglas,  stated  that  the  Comt's  recently 
adopted  practice  of  measuring  ecpial  protection  cases 
by  either  a  "strict  scrutiny"  or  "rational  relationshij)" 
test  was  simplistic  and  not  supported  by  precedent. 
Justice  Marshall  stated,  however,  that  some  classifica- 
tions did  merit  closer  examination  than  others,  and 
he  would  include  classifications  inqjinging  on  educa- 
tional op])ortunity  as  among  those  requiring  care- 
ful examination.  He  disagreed  with  the  majority 
opinion  that  onlv  discriminations  against  rights 
explicitly  or  inqjlicitly  guaranteed  by  the  Consti- 
tution merited  close  scrutinv.  The  test  should  be, 
he  said,  the  closeness  of  the  connection  between 
constitutional  rights  and  nonconstitutional  interests 
that  make  the  etfective  exercise  of  those  rights  possi- 
ble. If  the  connection  is  sufficiently  close  and 
strong,  then  any  discrimination  against  the  siqj- 
porting  interests  nuist  i)e  carefully  examined.  In 
support  of  this  position  Justice  Marshall  cited  Skin- 
ner V.  Oklahoma  ex  rcl.  Williaiiison,^  Reynolds  v. 
Sims,^  and  Griffin  v.  Illinois.'"'    He  then  pointed  out 


that  the  C|uality  of  a  citizen's  education  strongly 
InlhuMies  the  effectiveness  with  which  he  exercises 
his  ( oiisiiuiiionally  guaranteed  rights  of  free  speech 
and  jjai ticipation  in  federal  elections;  the  connec- 
tion is  sufficiently  close  to  warrant  a  careful  examina- 
tion ol  any  wealth  classificaiicjns  allecting  educational 
oppoiiunity.  Justice  Marshall  further  pointed  out 
thai  not  all  of  the  wealth-classification  cases  have  in- 
volved absolute  denial  of  rights  because  of  poverty. 
In  (i)illin  ,'.  Illinois,  poor  persons  convicted  of  crimes 
imdd  apjjeal  their  convictions,  but  the  elfectiveness 
of  tlu'ii  a])|jeals  was  diminished  because  they  could 
not  allord  a  copy  of  the  trial  transcri];t.  l-"in thermore, 
coniiary  lo  the  interjjretation  given  in  the  majority 
ojjinion,  the  Court  has  struck  clown  discriminations 
against  districts  and  other  political  subdivisions  when 
such  discrimination  affected  the  citizens  living  in 
lliDse  districts;  sec,   lor  exanqjlc,  Baker  t.   Carr.^^ 

Alternative  Responses 

There  are  manv  :ilienKitive  apjnoaches — at  least 
in  theory — that  :i  st..te  might  t;tke  in  responding  to 
Si'rru)io-Rod) loiicz  princijjles.  Among  them  are  three 
;qjproaches  that  illustrate  the  basic  methods  of  alter- 
ing a  system  of  school  finance;  distiict  power  equaliz- 
ing; full  state  finiding;  and  fidl  sl:ite  finiding  with 
HI  per  cent  local  option. 

District  Power  Equalizing.  The  essence  of  all 
district  power  equalizing'-  schemes  is  that  each  local 
school  district  is  guaranteed  that  for  a  given  tax  rate, 
it  will  leceive  a  given  amount  of  money  per  student, 
regardless  of  its  appraised  property  valuations.  For 
exanqjle,  the  state  might  determine  that  for  a  tax 
rate  of  .$0.()()  per  $100  appraised  valuation  j^er  stu- 
dent, a  district  shall  receive  $360  per  student;  for  a 
rate  of  $0.50,  a  district  shall  receive  $300  per  student; 
.ind  lot  a  rate  of  SO. 40,  $210  per  student.  In  District 
.\,  if  the  $0.00  rate  produces  only  $250  per  student, 
the  state  nuist  equalize  District  .\  in  the  amount  of 
SI  10  per  student. 

In  some  district  power  equalizing  models,  wealth- 
ier units  would  be  required  to  remit  locally  raised 
revenues  to  the  state  treasury.  To  continue  oiu" 
illustration.  Distiict  .\.  for  example,  with  a  tax  rate 
ol  SD.OO  mav  ;ictually  produce  $400  per  student,  $40 
more  than  the  state-mandated  amount.  Under  Scr- 
lano-Rodrlgtiez  principles.  District  A  may  not  retain 
this  excess  because  that  v\c)uld  recreate  the  wealth- 
based  inequalities  struck  down  in  those  cases.  The 
logical  procedure  would  be  to  remit  this  excess  to 
the  stale  treasury,  iiom  which  it  could  be  distributed 
to  the  poorer  districts.    In  North  Clarolina,  and  prob- 


8.  316  U.S.  535   (1942). 

9.  377  U.S.  533  (1964). 
10.  351  U.S.  12  (1956). 


11.  369   U.S.   186  (1962). 

12.  1  his   model   is   thoroughly   explained   and   illustrated    in 
Coons.  Clune.  and   Sugarman.  sul)r<i  note  5,  beginning  at   page 

2(11. 
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ablv  in  several  other  states,  this  sort  of  arrans^ement 
tor  disposing  ot  the  excess  is  very  likely  unconstitu- 
tional. It  appears  to  be  in  contravention  ot  a  tairly 
widelv  accepted  jsrinciple  ot  constitutional  law  that 
to  tax  one  unit  ot  local  government  tor  the  benefit  ot 
another  iniit  is  a  deprivation  ot  property  without 
dtie  process  of  law.  As  a  consequence,  in  states  that 
tollow  this  constitutional  principle,  district  po^ver 
equalizing  schemes  must  be  structured  so  tlrat  no 
ilistrict  is  required  to  give  iqj  any  funds.  One  means 
ot  doing  this  is  to  select  as  the  model  unit  for  pur- 
]X)ses  ot  establishing"  the  equalization  scale  a  hypo- 
thetical district  that  is  wealthier  than  the  ^\•ealth- 
iest  unit  in  the  state.  For  example,  if  the  appraised 
valuation  per  student  ot  the  \\ealthiest  unit  is  $100.- 
000.  the  hy[X)thetical  imit  on  ^vhich  the  equaliza- 
tion scale  is  based  could  be  set  at  $110,000  per  stu- 
dent. The  result  ot  using  this  hvjxjthetical.  "super 
rich"  unit  as  the  guide  luiit  is  that  all  districts  retain 
all   locally  raised   funds. 

A  second  problem  ^vith  district  power  ecpializing 
is  that  in  the  first  years  ol  establishment,  it  is  \ery 
likely  to  create  uncertainty  in  the  state  budgeting 
process.  Tlie  state  must  kno^v  what  tax  rates  each 
local  district  will  choose  before  it  can  know  the  total 
amount  of  equalization  fimds  that  will  Ije  necessary. 
and  it  must  have  some  idea  of  the  amount  of  funds 
that  will  be  available  to  equalize  local  imits  before 
it  can  set  the  maximimi  ami  minimum  rates  that  the 
districts  may  charge.  Hence,  at  least  initially,  there 
will  be  something  of  a  circularity  problem. 

Furthermore,  it  a  district  power  ecpializing  sys- 
tem is  to  be  based  on  the  jjroperty  tax,  there  ^\■ill 
need  to  be  a  thorough  statewide  equalization  ot 
property  valuations  tor  tax  purposes.  In  every  state 
\\ith  which  I  am  familiar,  the  law  requires  property 
to  be  appraised  at  its  market,  or  true,  \alue.  The 
luiit  doing  the  appraising  is  usually  the  comity,  or 
school  district,  or  sometimes  the  township.  Most 
states  then  permit  the  local  taxing  unit  to  apply  to 
the  market  value  an  assessment  ratio  of  anywhere 
from  20  to  100  per  cent,  so  that  the  residting  tax 
value  of  property — or  assessed  valuation,  as  it  is  some- 
times called — is  only  a  fraction  of  market  value.  To 
speak  of  equalizing  property  values  does  not  mean 
conecting  different  assessment  ratios;  that  is  a  rela- 
tively easy  matter.  It  refers,  rather,  to  correcting  for 
differences  in  the  accinacy  of  appraisals  in  the  local 
taxing  imits.  For  example,  in  unit  A  an  appraisal 
sinvey  might  find  that  farm  land  is  actually  appraised 
at  only  40  per  cent  of  market  value  and  residen- 
tial property  is  appraised  at  only  65  per  cent,  while 
in  unit  B  larm  land  is  appraised  at  60  per  cent  of 
market  value,  but  residential  property  is  appraised  at 
80  per  cent.  To  implement  a  district  ecpializing 
scheme  in  such  circumstances  Avithotit  first  equalizing 
appraised  property  values  woidd  be  to  penalize  those 
iniits  with  appraisals  most  nearly  approaching  market 


value  and  give  a  windfall  to  those  units  with  apprais- 
als at  a  low  percentage  ot  market  value;  such  a  system 
woidd  quite  likely  be  subject  to  attack  on  both  due 
process  and  equal  protection  groimds. 

In  those  states  i\here  district  property  wealth  is 
not  correlated  with  personal  income,  a  way  of  avoid- 
ing the  property  \aluation  problem  that  has  much  to 
reconnnend  it  is  to  base  the  district  power  equali- 
zation scheme  on  an  income  tax  rather  than  on  the 
traditional  property  tax.  This  would  rec|uire,  how- 
ever, either  a  nudtitude  of  local  income  taxes,  with 
the  many  complexities  that  accompany  an  income  tax, 
or  some  t\pe  of  local  smcharge  or  percentage  check- 
off on  the  state  income  tax  in  those  states  that  have 
income  taxes. 

Full  State  Funding.  In  the  response  model  that 
calls  for  full  state  funding,  the  state  assumes  respon- 
sibilitv  tor  timding  all  educational  expenditures.  In 
this  model,  it  \vill  not  do  lor  the  state  simply  to 
assiuiie  the  share  in  each  district  now  being  fimded 
Irom  local  sources,  and  thereby  preserve  existing  in- 
ecpialities.  True,  in  such  a  situation,  the  fimds  avail- 
able to  each  district  would  be  a  function  of  the  wealth 
ot  the  state  as  a  whole,  but  it  woidd  be  constitution- 
alh  indefensible  for  a  state  to  perpetuate  existing  in- 
ccpialities  among  the  local  imits.  Therefore,  as  a 
state  begins  to  assume  responsiljility  tor  all  expendi- 
tmes,  it  must  begin  equalizing  those  exi>enditures 
among  the  local  units.  This  equalization  entails 
serious  political  and  fiscal  problems.  A  state  could, 
in  theory,  equalize  down  to  the  average  district  in 
terms  of  per  piqjil  expenditures,  or  even  down  to 
the  lo^^■est  spending  unit.  Such  a  lexeling  down 
woidd  be  politically  inqjossible  in  most  states,  and 
it  would  certainl)  be  educationally  unsound.  This 
leaves  the  possibility  of  equalizing  up  to  some  ex- 
penditure le\el.  Leveling  up  of  course  means  that 
the  state  will  spend  more  on  education  than  it  has, 
and  this  will  probably  retjuire  an  increase  in  some 
state  taxes  or  the  imposition  of  new  taxes,  especially 
in  those  states  that  do  not  now  impose  sales  and 
income  taxes.  While  these  tax  and  expenditure  in- 
creases are  likely  to  be  unpopular,  keep  in  mind 
that  there  will  be  a  concomitant  decrease  in  local 
jjiopertv  taxes.  The  expenditure  level  to  which  a 
state  Avill  ccpialize  will  largely  be  a  function  of  t\\o 
factors,  the  disparity  between  the  highest-  and  the 
lowest-spending  districts,  and  the  political  feasibility 
ot  tapping  new  re\enue  sources.  The  New  York 
Slate  Commission  on  School  Finance  (Fleischmann 
CJommission  Report)  recommended  a  le\eling  up  to 
the  sixtieth  percentile  tor  that  state.  .\  study  done 
lor  North  Carolina  suggested  that  it  would  be  feasi- 
ijle  for  North  Carolina  to  ecjualizc  up  to  the  nine- 
tieth percentile. 1'^ 

13.  .Sec  Report  (i\  Ndriii  Carolina  School  Finance:  Re- 
M'ONSEs  ]()  SFRRANo-RonRK.i  iz  1  U>-20  (Insiitutc  (il  (.oMTiiment. 
No\eiiibei,   1972). 
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A  question  related  to  the  ec[-iiali/ation  problem 
is  what  should  be  done  concerning  the  districts  at  or 
above  the  target  level.  One  possii)ility  is  that  they 
be  fro/en  at  their  per-pu|jii  expenditure  le\els  for  a 
selected  base  year,  plus  an  annual  increment  ot  from 
3  to  6  per  cent  to  compensate  foi  inflation,  while  the 
other  districts  are  being  leveled  up  to  the  target  level 
and  new  allocation  systems  are  being  devised. 

A  second,  related  problem  concerns  the  time 
period  during  which  the  equalization  process  is  to 
take  place.  I  believe  that  in  most  states  a  mininunn 
of  four  years  should  be  allowed,  and  in  some  states  as 
much  as  six  years  may  be  needed.  This  time  period 
is  necessary  to  allow  the  gradual  increase  in  taxes  for 
the  needed  revenues,  to  allow  the  low-spending  units 
time  to  work  out  means  for  effectively  absorbing  the 
increased  funds,  and  to  jjermit  the  state  department 
of  education  or  comparalile  agency  time  for  planning 
and  for  \vorking  out  new  allocation  fornudas  and 
cost  adjustments. 

Ten  Per  Cent  Local  Option.  1  he  third  model  for 
responding  to  Serrauo-Rodriguez  is  really  a  variant 
of  full  state  funding:  fidl  state  funding  with  a  10  per 
cent  local  option.  This  model  is  exactly  like  full  state 
fimding  except  that  local  districts  are  permitted  to 
supplement  the  state  grant  in  an  amoimt  not  to  exceed 
10  per  cent  of  that  grant.  This  local  supplement 
would  have  to  be  raised  entirely  from  local  taxes  and 
would  not  be  equalized.  This  is  the  model  recom- 
mended by  the  President's  Connnission  on  School 
Finance  (the  McElroy  Commission).  A  note  of  cau- 
tion is^  in  order  here.  If  the  Serrano-Rodriguez  prin- 
ciples are  strictly  applied,  fidl  state  fimding  with  an 
unequalized  local  option  in  any  anioimt  woidd  be 
unconstitutional,  lor  the  funds  available  for  educa- 
tion in  each  district  woukl  be  a  fimction  of  some- 
thine  other  than  the  wealth  of  the  state  as  a  ^\'hole. 

O 

Cost  Adjustments  in  State  School  Finance 

^N'hatever  model  and  \ariations  are  chosen  for 
responding  to  Serrano-Rodriguez,  a  group  of  issues 
must  be  dealt  with  that  may,  for  the  sake  of  con- 
venience, be  groiqied  under  the  heading  of  cost  ad- 
justments. Cost  adjustments  are  essentially  tech- 
niques for  recognizing  the  diHerences  in  the  costs  of 
educating  various  categories  of  children  in  different 
geographical  locations  acioss  a  state.  A  system  of 
school  finance  will  probably  pass  muster  under  Ser- 
rano-Rodriguez principles  if  it  is  not  cost  adjusted — 
that  is,  if  it  distributes  fimds  equally  on  a  per  capita 
basis.  But  a  system  will  not  move  toward  the  achieve- 
ment of  real  equality,  as  distinguished  from  con- 
stitutionally measiuaijle  equality,  imtil  it  takes  ac- 
count of  the  cost  differentials  of  educating  different 
types  of  students  in  tlifferent  locations. 

The  Problem  of  Cost  Adjusting.  There  are  two 
sides  to  the  cost  adjustment   problem — the  cost  side 


and  the  need  side.  On  the  cost  side  are  the  relatively 
eas\  U)  cjLiantify  cost  differentials  such  as  transporta- 
tion, healing,  and  maintenance.  The  remaining  cost 
differentials  are  moie  diihcult  to  measure.  There  is, 
lor  exaniple.  die  nnuiici|)ai  i)\erburden  problem. 
This  is  usualK  defuied  as  the  prol^lem  created  by 
the  higher  lax  loads  carried  b\  nuniicipalities  tor 
pidilic  services  other  than  education.  This  extra  load 
would  ]jroijai)ly  need  to  be  taken  into  accoiuit  in  any 
sort  of  district  power  ec|iializaiion  model  where  local 
revenue  soinces  arc  lo  be  used;  1  am  uncertain  about 
its  relevance  to  a  lull  state  funding  model.  On  the 
other  hand,  the  municipal  overbincien  problem  may 
be  an  economic  smokescreen  for  what  is  really  a 
political  issue.  City  dwellers  who  are  paying  higher 
taxes  for  fire  and  police  ser\ices,  for  nuuiicipal  audi- 
toriums and  public  housing,  and  tor  pa\ecl  streets  and 
city  parks  are  getting  ^vhat  they  pay  for.  Non-city 
dwellers  are  not  jjaying  etjiiivalent  amounts  for  non- 
school  ser\ices,  but  neither  are  they  receiving  those 
services.  I  mention  this  only  to  indicate  that  the 
question  of  nuuiicipal  overbmtlen  deser\es  a  great 
deal   more   analysis   than    it    has   heretofore   received. 

There  can  be  no  tjuestion  that  the  cost  of  li\ing 
varies  from  place  to  place,  and  that  generally  it  is 
higher  in  urban  than  in  rural  areas.  We  need  much 
more  information  on  this  matter  than  we  now  ha\e. 
Finthermore,  even  the  information  we  have,  the 
standard  cost  of  living  indexes,  is  given  by  SMSA 
(Standard  Metropolitan  Statistical  Area),  so  that  it  is 
of  no  help  in  measiuing  living  costs  for  two  or  more 
school  districts  in  the  same  SMSA.  A  third  cost 
differential  related  in  some  ways  to  the  cost  of  living 
problevn  is  that  school  districts  differ  in  attractive- 
ness to  teachers  and  administrative  personnel.  As  a 
consecjuence,  District  B,  lor  example,  must  pay  more 
to  hire  a  teacher  with  the  cjualifications  it  desires 
than  District  A.  These  attracti\eness  differences  are 
extremely  difficult  to  measure  with  any  precision,  biu 
the)   certainly  exist. 

Turning  to  the  need  side  of  the  picture,  we  see 
again  that  certain  categories  of  students  have  educa- 
tional needs  that  aie  relati\ely  easy  to  quantify  in 
terms  of  expenditiue  differentials.  In  this  first  group 
may  lie  included  students  with  speech  and  hearing 
problems  and  mentally  retarded  children.  With  re- 
gard to  the  education  of  letarded  children,  another 
judicial  decision  ot  which  accoimt  nuist  be  taken  is 
Peu)isylvaiiia  Associdluiu  fur  Retarded  Children  v. 
Pennsyhiania.^''  In  that  case,  the  plaintiff  alleged 
that  Pennsyhania's  public  education  system,  to  the 
extent  that  it  did  not  provide  access  to  a  free  public 
education  for  every  educable  and  trainable  retarded 
child  in  the  Commonwealth,  was  a  denial  of  equal 
protection  ot  the  laws  under  the  Fourteenth  Amend- 
ment. In  a  consent  decree  entered  in  the  case,  Penn- 
sylvania  agreed    to   provide   a    tree   public   education 

14.  334   F.   Supp.   1257   (E.D.   Pa.   1971). 
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for   all  eclucable   ami   trainable   retarded  chiklien    be-  mIiodI   ihikhen.   the    X.l-..1'.I'.   index   assigns   a  weight 

t^veen  the  ages  ol  (i  and  lil.  and  to  pro\  ide  an  ediua-  ol   1.:!:  the  Ne^\•  |erse\  index  assigns  a  \\eight  ot  0.75. 

tion    to   retardetl   children    tnider    6    years   ot   age    in  For  ^o^ational  stntlents.  X.E.F.P.  assigns  a  iveight  ol 

those    districts   offeiing    free    jDre-school    programs    to  1.8:  New    [erse\,  a  weight  of  2.0.    For  disadvantaged 

other  children.  ihikhen.    X.F.F.P.    assigns   a    weight   of    2.0   (using   a 

A   case   from    the   District    of   Columbia,   Mills   ;-.  taniih    income  ol   ,s4,(l(K)  or   less  a   \ear  as  the  meas- 

Distnct  nf  Columbia  Boiixt  of  Education}''  has  made  ure   ot   disad\anta.L;e);    Xe\\     |eise\    adds   0.75    lor   an\ 

a   similar  order   for   the    District   scln)ols.     The   Milh  student  in  disacKantaged  cimmistances  (using  receipt 

case   contains   a    much    hdler    discussion    ot    the    ton-  ol    aitl    to    lamilies   •i\ith    dependent    children    as    the 

stitutional    priirtiples    iir\ohed    than    does   the    I'enn-  measine   ol   disadvantage).    The   ellett   ol    the    piij^il- 

svhania  case.    .Although   it  did   not  express!)    articu-  \\eighting   scheme,   ot  coinse.   is  to  channel   twice   as 

late  this  \  ievv,  the  court  seems  to  have  held  that  edu-  much  monex    tor   the  education  ot  the  chikl   with  a 

(ation    is   a    hnidamental   constittitional    iirterest    ami  \\eight  ol   2.0  as  loi    the  ihikl   \\n\\   a   weight  <5t   1.0. 

that  the  exclusion  of  retarded  children   from  eduta-  One   advantage   ol    pupil    weit^hting.    besitles   per- 

tional  offerings   is   an   individious   classificatioir.  mitting  tost  atljtistment.   is  saiil  to  be  its  respect  for 

Suits  making  similar  allegations  ha\e  been  filed  in  subsidiaiiiv — local    control    ol    edtitation.     Through 

North  Ciarolina  and  in  other  states.    Should  the  prin-  the  use  ol  weighting,  tidl  st.ite  limding  of  etlucation 

(iples   aiinouirced    in    the    Penirsv  Ivania    and    District  shouki  be  possible  withoiu  lomplete  state  control  of 

ol  Cohmibia  cases  become  generally  applicable  in  a  the  dec  ision-nraking  medianism.    .\  weighting  imlex, 

state  through  either  a  federal  or  state  coiu't  decision,  il  derived  Irom  attiial  cost  ,nul  need  ilata,  shoidd  be 

more  monev  woidd  have  to  be  maile  a\'ailable  lor  the  ieasonal)lv    objective,    .md    it    can    be    applied    in    a 

edtication    ot    retarded    children.     These    additional  lashion    th.it   avoids   snbscuui.d    interlerence  h\   state 

tunds    wotdd    verv    likelv    have    to    come    trom    state  officials  in  the  loi.d  btiduet.uv  process.    .\11  that  needs 

sources  and  v\-otdd  probablv    be  allocated  to  regional  to   be  done  is  to  coimt   the  stiulents   in   each   ot   the 

tenters  in  those  areas  with  small  nimibers  ot  eligible  v\eighting  categoiies   and   comjjute   a   weightetl   total, 

children.    Sitice  the  Supreme  Corn  t   has   decliired   to  .V   disadvantas^c   ol    the   student-v\eighting   scheme 

accept    the    theorv    that    education    is   .l    hnidamental  is   tli.it   the  v\ei.i;lu    to   be  .issigned    to   each   grou]j   ol 

constitutional    inteiesi.    the    liitme   ol    these    cases,    at  siudeiUs  is  open  lo  subjective  bias  and  perhaps  politi- 

least    insolar    as    thev    are    based    on    the    Fourteenth  cal  tinkering.    One  can  seldom  be  lullv   confident,  for 

.Amendment,   is  \er\    uncertain.  example,  that  the  proper  weight   lor  factor  X   is   1.7 

Other  differences  in  expenditures  to  satislv  educa-  .nul  not  either  1.5  or  \.\).  vet  those  small  variations 
tional  needs  that  are  less  easv  to  c.dciilate  tli.m  those  niav  sionidcantlv  alter  the  distribution  ol  hinds. 
discussed  above  are  the  varving  costs  ot  educating  Beloie  a  ptipil-icei,t;hting  scheme  is  undert.iken.  care- 
children  in  different  grade  levels  .md  ctiltiirallv  de-  hd  thotight  should  be  L;i\cn  to  the  possiiiilitv  that 
]jrived  or  disadvantaged  chiklren.  X'ocational  etltua-  the  weights  could  ,ictpiiie.  intentionallv  or  otherwise, 
tion  and  music  and  studio  art  piogiams  piesent  a  a  subjec  tive  bias  th.it  v\ould  be  v  ei  v  cliltic  uh  to  tietect, 
different  set  of  problems.  It  should  not  be  too  ditfi-  muth  less  rebut.  There  wotdd  be  a  substantial  risk 
cult  to  calculate  what  such  jjrojects  cost:  instead,  the  th:u  important  policv  decisions  might  be  hidden  in 
problem  in  full  state  hinding  svstems  and  in  some  die  .ibsti.tct  vveighting  numbers,  numbers  th.it  in 
types  ol  district  jjower  equalization  is  how  to  deter-  themselves  .ire  not  verv  inlormative,  especially  since 
mine  which  school  districts  are  to  i^et  these  jiiograms  the  weit;lits  vsould  have  to  be  ievicv\ed  periodicaliv 
and  the  level  ol   lundin^  lor  them.  to  achieve   needed   llexibilitv    ,ind    to   lellect   ch.inned 

_,     ,     .             r        ^          .  ,.       ■                             ,  conditions   .ilfectim;    needs   .md    costs. 

Techniques  tor  Cost  .\diiistine.     I  he   method   ol  ,               ,               ,. 

cost    adjustment    that    has    probablv    been    most    dis-  .      •"^.  ^"""^'.  '"^'■"liustment   teclinic,ue.  bloc  weight- 

cussed     is    pupil    weighting.      In     a     pupil-weiohtim.  ■"g--^  ^'  variant  ot  pupil  weighting  that  avoids  some 

.scheme,   a   weight   ot    I    is  ^issigned    to   represent   the  "'.'''^'   ';""Pl'--^'t'^-^   ot    pupil   weighting   bv   compro- 

'  'basic-     child    'children     m     v.irious  ";'>"l^   'I'^'.-Hcuracv    ol   the  cjst  adjustment.     Ratliei 


average      or    "basic      child.      Children     m     various  , 

uvrlpt   ^iiiifi.-d  :„  ,^  ..r,-   „   1     ,                  II-             I  ^'''"1    locusjiv'    Oil    a   sct    ol    otten    incakul.ible    socio- 

giaaes,  cnildien  in  vocational  programs,  handicapijed  .          '^           .    .                    .,        .  ,    . 

^i-i;iri,-,.,i     .,„,!    „,i        ,■        11                  T         11       1        ■      1  economic   characteristics,  .is  pupil  wei^htmo  toes,  the 

ctiildien.    and    edticationallv    or    culttirallv    deprived  .  ,       ,       ,                     '     '             -^         o 

,i,;iri.-n„    .  ,.a   fKo      „    ■         r        ■   1  .      ■     1-  '    •          1    •  ''tate  niisihi  tievelop  a   mutu.illv    exc  iisive  set   ol   tost 

cnildien   aie   then    assigned   weiohts    mclicatint;    then  .^           .       .'                                  .        . 


degree  ol   variance   trom   the   "basic"   child.    .\t   least 


categories    such    that    each    school    district    could    be 
issigned  to  a  single  blot    tluit  rou.L;hlv    identified   the 


two  pupil-v\-eighting  indexes  are  available  as  guides.  ... 

the  one  devised  bv  the  National  Educational  Finance  >'>^'8nuude  ot   us  cost  problems.     For   example,   cate- 

Project,  and  the  one  contained  in  New  Tersev   \ssem-  -"'"":  ""■^'^'  ''^  established   lor   urban  districts  with 

blv  Bill  1271.    .\  lew  examples  will  show  some  ol  the  l"M'»l^'tions  ol    1  ,0.000  .„ul  over  .,nd   lor   iirb:.n   dis 


differences    between     these    two    indexes.      For 


pre- 


tiitts    under    150.000.     Simil.uh,    subuib.m    and    rtir.d 
thool  tlistritts  totild  be  classified  ami  wei"hted.    The 


15.  348  F.  Supp.  866  iD.C.   1972i.     Ihis  case  is   noted  in   .")2       advantage    of    bloc    weighting    is,    ;is    stated,     that     it 
B.L.L.  Rev.  884  (Wl'l).  avoids  the  complexities  ol    a   more  accurate   sttident- 
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wci.^litiiit;  phm.  Tlie  (:itct;orie,s  selected  are  lully 
objedixe  ami  not  open  to  clispute.  It  oversimplifies 
the  cost  varialjles.  hut  at  tlie  same  time  it  em)3hasi/es 
the  policy  content  ol  the  allocation  decision.  The 
disadvantage  is  the  (on\erse  ol  llic  ad\anta<;c:  actual 
costs  may  be  compensated  in  onh  a  hapha/aid  and 
partial  tashioir. 

A  third  cost-adjustnienl  leihnicpie  is  hudt^et 
approval.  In  this  method,  actual  school  costs  are 
justified  to  the  state  authorities,  and  approved  actual 
costs  are  then  reind)in\sed.  liudget  appioxal  has  the 
advantage  ol  eliminating  complex  weight  calcida- 
tions  and  focuses  attention  instead  on  actual,  justifi- 
able costs.  I'ncler  the  budgetary  ajjproach.  the  state 
could  establish  guidelines  and  reimbiusc  any  amounts 
that  fall  within  them.  Budget  ap])ro\al  would  appeal 
to  be  very  useful  in  dealing  with  costs  that  can  be 
easily  and  readily  measured  and  do  not  vary  greatly 
Irom  year  to  year.  Transportation  and  heating  are 
examples.  Once  the  buclgetar\  approach  is  taken 
beyond  these  and  simil.ii  items,  however,  it  will  in- 
volve the  state  much  nioie  heavily  in  the  local  bud- 
get process  than  might  otherwise  be  thought  neces- 
sary. 

A  fourth  cost-adjustment  technicpie  that  is  re- 
s|3onsive  to  the  problem  ol  dilferential  needs  is  the 
categorical  grant  apjjroach.  This  approach  closely 
resendjies  the  one  taken  by  the  federal  government 
in  its  varioirs  categorical  grants  under  the  Elemen- 
tary and  Secondary  Education  .\ct  of  1965.  Grants 
could  be  made  to  local  school  districts  for  culturally 
disadvantaged  children,  foi  vocational  education,  for 
music  and  art  programs,  lor  children  with  learning 
disabilities,  for  gifted  cliilchen,  and  so  on.  Presum- 
ably some  sort  of  accoimting  system  would  ha\e  to 
be  devised  to  ensuie  that  the  grants  were  being  spent 
■ivithin  state  guidelines  loi  the  use  of  the  beneficiary 
children. 

Considerations  in  Responding  to 
Serrano-Rodrignez  Principles 

Capital  Expenditures,  Debt  Service,  Federal  Funds. 

In  most  discussions  of  SfrrdHD-liodyiguez,  attention 
centers  on  fimds  for  cmient  ojx'rating  expenditmes, 
because  that  is  where  most  of  the  money  goes.  Noth- 
ing in  the  Seryaiio  and  liodyiiiiicz  o]3inions,  ho\\ever. 
indicates  that  capital  expenditmes  are  to  be  excluded 
from  consideration.  .\lso,  a  realistic  look  at  school 
operations  leads  to  the  conclusion  that  the  level  of 
fluids  a\ailable  for  buildings  and  equipment  substan- 
tially affects  the  quality  of  educational  offerings. 
Therefore,  it  is  a  good  assumjUion  that  any  system 
of  school  finance  jnnporting  to  respond  to  Scrnino- 
Rodyigiu'z — ivhether  it  be  fidl  state  funding,  district 
power  equalizing,  or  some  other  method — must  in- 
clude funds  for  capital  outhu  as  :vell  as  for  current 
operating  expenditures.    The  matter  of  local  bonded 


iTulebteduess  is  more  muertain.  The  cases  make  no 
mention  ol  what  must  be  cicjnc  concerning  debt  ser\- 
ice.  and  lmiIc-ss  the  decisions  ,iie  to  be  given  retro- 
acii\c-  elleci,  it  seems  likel)  that  a  state  may  leave 
(HiistancHng  lionded  indebtedness  to  be  paid  off  by 
ihe  local  disiiicts  wiih  unetpiali/ed  local  revenues. 
Ol  (oiuse  a  slate  could  pay  olf  the  bonds  of  local 
districts  widi  some  type  ol  grant  system,  or  it  could 
ecpiali/e  llic  local  lunds  lor  this  pinposc  ihiough  a 
dislricl    powei    eipiali/ing   system. 

In  mosi  stales  the  largest  portions  of  federal  funds 
have  come  to  the  local  units  either  through  Title  I 
ol  the  Elementary  and  .Secondary  Education  Act  of 
UHi5  or  through  impac  ted-area  programs.  The  con- 
tinuation of  scjme  ol  these  programs  is  in  consider- 
able question,  but  in  .in\  e\enl,  both  the  Title  P" 
and  the  imj^acted-area  statutes''  recjuire  that  federal 
liuuls  be  excluded  from  consideration  in  allocating 
state  aid  to  Icjcal  sc  hcjol  districts.  Thus,  for  purposes 
of  de\ising  a  response  to  Scyyano-Rudyigticz,  a  state 
must  not  gi\e  weight  to  feder.d  lunds  going  to  the 
local   districts    through    the   major    lederal    programs. 

On  the  matter  of  federal  funds,  the  pending  suit 
of  Downs  V.  Mayliu,  No.  7396-B,  in  the  federal  dis- 
trict court  for  the  ^\'estern  District  of  Kentucky,  re- 
cpiires  mention.  The  plaintiffs  in  that  case  are  chal- 
lenging the  constitutionality  ol  the  litle  I  alloca- 
tion formula  whereby  lor  disachanlaged  children  the 
state  may  elect  to  receive  amounts  based  on  either  the 
state  average  jjer-pupil  expenditure  or  the  national 
average,  ^vhiche\ei  is  higher.  The  result  of  this 
loi  nulla  is  thai  states  with  per-pupil  expenditures 
above  the  n.iiion.d  a\erage  have  more  to  spend  than 
those  belo\\'  it,  which  latter  group  includes  the  Com- 
monwealih  of  Kentucky.  The  challenge  in  Downs 
seems  to  be  based  on  t\vo  theories.  Eirst,  the  plain- 
lilis  allege  that  33  per  cent  ol  the  lunds  available  for 
education  in  Kentucky  are  from  local  sources,  pri- 
marily the  local  pro]3erty  tax.  Thus  the  allocation 
of  federal  funds  is  lied  in  part  to  the  wealth  of  the 
state,  wealth  measured  in  terms  of  appraised  property 
values.  The  plaintills  allege  (1)  that  this  link  to 
property  \alues  is  similar  to  the  Avealth  classification 
impinging  iqoon  a  fundamental  constitutional  inter- 
est— education — thai  was  struck  clown  in  Seyyano. 
and  (2)  that  the  incorjjoration  of  such  a  classification 
in  a  ledeial  statute  \iolates  the  clue  process  clause  of 
the  Fifth  .\mendment  (in  the  Fifth  Amendment,  the 
ecpial  protection  guarantee  is  not  ex]3ressed,  but  has 
been   implied  in   the  due  process  language). 

'Fhe  second  tlu'or\  ol  .iitack  is  ihat  the  pin-pose 
ol  Eitle  I  is  lo  inipro\e  ihe  education  of  disadvan- 
taged children  wherexer  they  ha]j]3en  to  live;  a  sys- 
tem that  gi\es  more  money  to  some  disadvantaged 
chilchen  liased  on  the  a\erage  per-piqjil  expenditure 
in  the  st.ite  is  simply  irrational. 

16.  .See  20  U..S.C.  sec.  241g(c)(l). 

17.  .See  20   U.S.C.  sec.  240(d)(2). 
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Both  contentions  appear  to  have  merit.  In  \iew 
ot  the  reversal  of  Rodriguez,  the  plaintiffs'  chances 
o£  success  in  Dmun.s  seem  quite  dim.  The  conse- 
quences of  a  victory  for  the  plaintiffs — should  they 
win — are  anyone's  guess.  It  may  be  that  in  the  near 
future  categorical  grants  will  be  largely  replaced  by 
revenue-sharing,  which  will  not  be  tied  to  an  alloca- 
tion formida  similar  to  that  in  Title  I. 

School  Desegregation.  Several  other  recent  judi- 
cial decisions  and  trends  that  bear  on  school  finance 
will  need  to  be  taken  into  account  in  devising  new- 
financing  systems.  Two  of  these  cases  invohe  school 
desegregation  decisions  aflfecting  more  than  one  po- 
litical subdivision  of  the  state,  -with  the  enormous 
financing  problems  attendant  thereon.  The  two 
series  of  decisions  on  this  point  involve  the  school 
systems  in  Richmond,  Virginia,  and  Detroit,  Michi- 
gan. In  the  Richmond  case,  Bradley  t.  School  Board 
of  Riclunond,^'^  the  federal  district  court  ordered  the 
consolidation  of  the  Richmond  school  system  with 
that  of  two  suburban  counties  for  the  purpose  of 
achieving  better  racial  balance  throughout  the  con- 
solidated system.  The  Foiu'th  Circuit  Court  of  Ap- 
peals reversed  this  decision,  and  the  Supreme  Court, 
in  a  4-4  decision,  affirmed  the  reversal.^*'  In  the 
Detroit  case,  Bradley  v.  Millike)},-"  the  federal  district 
court  found  that  the  schools  of  Detroit  were  segre- 
gated and  that  the  segregation  was  de  jure  (that  is, 
that  it  resulted  from  official  action)  rather  than  de 
facto. 

litis  is  a  critical  finding  and  is  of  great  impor- 
tance to  northern  and  western  states  that  have  not 
had  segregated  school  systems  deliberately  created  by 
statute.  The  court  fin-ther  ruled  that  the  Detroit 
metropolitan  area — including  Detroit  and  two  sub- 
inban  counties,  involving  86  school  districts — was 
the  appropriate  geographical  area  for  the  develop- 
ment of  a  desegregation  plan.  Thus,  the  court  did 
not  go  as  far  as  the  Virginia  coint  in  actually  order- 
ing consolidation.  This  decision  ^vas  affirmed  by  the 
Sixth  Circuit  Court  of  Appeals. 

The  financing  problems  created  by  these  decisions 
are  not  difficidt  to  imagine.  The  following  quotation 
from  the  Court  of  Appeals  decision  in  the  Richmond 
case  contains  a  good  smnmary: 

But  even  if  we  were  to  ignore  Virginia  law, 
as  we  are  mged  to  do,  there  are  practicalities  of 
budgeting  and  finance  that  boggle  the  mind. 
Each  of  the  three  political  subdivisions  involved 
here  has  a  separate  tax  base  and  a  separate  and 
distinct  electorate.    The  school  board  of  the  con- 


18.  338  F.  Siipp.  67  (E.D.  \'a.  1972).  rev'd  462  F.2d  1058  (4th 
Cir.  1972). 

19.  School  Board  v.  State  Board  of  Education.  36  L.Ed.2d 
771   (1973). 

2U.  345  F.  Siipp.  914  (E.D.  Mich.  1972),  aff'd  42  U.S.L.W. 
2022,  June  12.  1973  (6th  Cir.),  cert,  t^raiited.  42  U.S.L.W.  3306 
(Nov.  19,  1973). 


solidated  district  woidd  have  to  look  to  three 
separate  governing  bodies  for  approval  and  sup- 
port of  school  budgets.-' 

"Ihe  problem  of  several  different  tax  bases  and  assess- 
ment practices  within  a  single  school  district  would 
\er\  likeh  create  serious  inequalities;  furthermore, 
in  the  Richmond  case,  as  ^vould  be  true  in  North 
Carolina,  the  school  board  did  not  have  tax-levying 
authorit^■  and  would  have  had  to  look  to  several 
different   governing   boards   for   tax   levies. 

In  these  desegregation  cases,  if  the  local  property 
tax  is  to  be  relied  on  as  an  element  in  the  school 
finance  system,  it  would  appear  that  at  least  two  steps 
must  be  taken  to  solve  the  budgeting  and  finance 
problems.  First,  a  complete  reappraisal  of  property 
throughottt  the  school  district  would  be  necessary. 
Second,  the  district  Avould  have  to  be  given  tax-levy- 
ing authority  for  all  property  in  the  district.  Under 
existing  finance  systems  and  under  district  power 
ecjualizing  schemes  these  actions  would  be  necessary; 
under  full  state  funding,  of  course,  different  tax 
bases  woidd  not  be  significant  and  tax-levying  author- 
ity ^\'ould  be  unnecessary. 

Student  Fees.  Another  group  of  judicial  decisions 
affecting  school  finance  are  those  regarding  payment 
of  fees  by  students  for  certain  materials  and  services. 
These  decisions  turn  on  language  in  state  constitu- 
tions that  typically  requires  the  legislatiu'e  to  provide 
a  "free  and  uniform"  system  of  public  education,  or 
a  "thorough,  efficient,  and  free"  system  of  public 
schools.  In  at  least  three  cases  decided  in  the  past 
three  vears  many  ot  these  fees  have  been  struck  do\vn 
as  unconstitutional. 

In  an  Idaho  case,  Paulson  t'.  Minidoka  County 
School  Dislrict.--  the  Idaho  Supreme  Court  held  that 
under  Article  IX,  section  1,  of  the  Idaho  constitu- 
tion, which  required  the  legislatuie  to  establish  and 
maintain  "a  general,  uniform  and  thorough  system 
of  public,  free  common  schools,"  a  school  district 
(ould  not  withhold  a  student's  transcript  because  he 
had  not  paid  his  textbook  fees.  The  court  stated  that 
the  use  of  textbooks  Avas  an  essential  part  of  a  "free" 
]3ublic  school  system,  and  that  fees  could  not  properly 
be  charged  for  books.  The  court  also  stated,  however, 
that  fees  charged  for  \arious  extrartinicidar  activities 
\\-ere  constitutional. 

In  a  Michigan  <ase.  Bond  t.  Ann  Arbor  School  Dis- 
trict.--' the  Michigan  Sii]3reme  Cxnnt  toinid  that  the 
folloiving  student  fees  \iolated  a  Michigan  constitu- 
tional provision  recjiiiring  the  legislature  to  "main- 
tain and  support  a  system  of  free  public  elementary 
and  secondary  schools:"  general  activity  fees;  tees  for 
textbooks  and  supplies;  fees  for  materials  in  shop, 
home  economics,  and  art  courses;  and  interscholastic 


21.  492  F.2d  1058  at  1068. 

22.  93  Idaho  469,  463  P.2d  935  (1970). 

23.  383  Mich.  693,  178  N.W.2d  484  (1970). 
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athletic  tees.  The  roiiit  stated  tliat  as  a  general  rule  a 
sthool  district  may  not  charge  fees  lor  any  programs 
tliat  are  "necessary  elements  ot  any  school's  activity." 

In  the  most  recent  case,  (irriiiii^er  t.  Ca.saulc  Cotinly 
School  Dislrict,-^  Irom  Montana,  the  principles  ot 
the  Paulson  and  Bond  cases  lia\e  been  broadened  to 
a  certain  extent.  In  Granger,  the  plaintiff  had  chal- 
lenged tlie  imposition  of  student  fees  by  tlie  defen- 
dant school  district  on  the  groimd  tliat  siiclr  fees 
\iolated  Article  X,  section  1,  of  the  Montana  con- 
stitution, whicli  recjiiired  the  legislature  to  maintain 
a  "general,  imiform  and  thoroiigli  system  of  jnilslic, 
free,  common  scliools."  Tlie  trial  coiut  held  tliat  in 
those  situations  involving  fees  for  required  courses — 
such  as  workbooks,  towel  fees  tor  physical  education, 
field  trip  fees,  and  lees  lor  current  events  magazines — 
the  charges  ^vere  constitutionally  invalid.  Tlie  court 
finther  held,  however,  that  reasonable  fees  could  be 
charged  lor  elective  courses  and  extracurriculai  ac- 
tivities— such  as  rental  of  musical  instrimients,  typing 
fees,  and  fees  for  shop  materials.  1  he  Montana  Su- 
preme Cioint  stated  that  the  trial  court  had  incor- 
rectly formulated  the  legal  test  to  be  employed  in 
fee  cases  in  that  its  test  did  not  adequately  deal  with 
high  school  courses  that,  though  not  required,  counted 
tow^ard  credit  for  graduation.  The  siqjreme  cotut 
phrased  the  applicable  test  as  follows:  "Is  a  given 
course  or  activity  reasonably  related  to  a  recognized 
academic  and  educational  goal  of  the  particular 
school  system?"  If  it  is,  no  fees  may  be  charged.  The 
court  stated  tliat  tlie  initial  determination  of  educa- 
tional goals  should   be   made   by    the  school   district. 

A  case  related  to  the  student  fee  cases  is  Johnson 
V.  Nc'iv  York  State  Education  Department.-''  In  that 
case,  suit  was  brought  challenging  New  \'ork's  prac- 
tice   of    fiunishing    free    textbooks    to    children    in 


24.  499  P.2d  780  (Mont.   1972). 

25.  449    F.2d    871    (2nd    Cir.    1971).    vacated    and    remanded. 
34  L,Ed2d  290  (1972). 


grades  7-12.  bin  lea\iiig  children  in  grades  1-6  to 
finnish  their  own  textbooks  luiless  the  local  school 
distiict  \'otc  to  provide  the  books.  The  plaintiffs 
alleged  tli.u  this  arrangement  denied  children  in 
giades  1-1)  cijiial  pKjtcction  of  the  laws  as  guaranteed 
by  the  Fourteenth  .\mendment.  The  Court  of  Ap- 
peals for  the  Second  Circuit  upheld  dismissal  of 
the  suit.  The  Supreme  Court  granted  certiorari  and 
then  remanded  the  case  to  the  district  coint  after 
learning  that  the  school  district  invohed  in  the  case 
had  voted  to  provide  free  textbooks  to  students  in 
grades  1-6.  Thus,  we  still  ha\e  no  clefiniti\e  answer 
on  whether  schemes  like  New  fork's,  offering  certain 
ser\ices  to  children  in  some  grades  but  not  in  others, 
aie  constitutional. 

The  trend  in  the  student  fee  cases,  if  there  is  one, 
is  tow.uil  striking  clown  fees  for  coinses  that  are 
"necessary  elements  of  a  school's  activity" — or,  in 
the  words  of  the  Montana  Court,  "reasonably  related 
to  an  educational  goal  of  the  school  system."  In 
states  tliat  are  engaged  in  devising  responses  to  Ser- 
rano-Rodriguez, or  that  may  soon  be  so  engaged,  a 
carefid  examination  shoidcl  be  made  of  all  student 
fees  ivitli  a  vieu-  to  removing  those  that  do  not  clearly 
hill  in  the  nonessential  educational  activity  category. 

In  smumary,  the  following  trends  and  develop- 
ments seem  evident  in  the  judicial  decisions  discussed 
in  this  article,  in  legislative  proposals,  and  in  several 
recent  commission  reports.  First,  education  is  in- 
creasingly regarded  as  a  state  rather  than  a  local 
finiction.  Second,  educational  op|x)rtunities  shoidd 
he  made  available  on  a  reasonably  equal  basis  to  all 
wh(3  can  benefit  from  them.  Third,  no  child  should 
be  denied  educational  opportunities  available  to 
other  children  in  the  state  because  of  the  relative 
poverty  of  his  family  or  school  di.strict.  Finally,  an 
effort  is  imder  way  to  sever  the  connection  between 
fluids  a\ailable  for  education  and  the  local  property 
tax. 
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Geographic  Distribution 

of  Political  Party  Strength, 

1972  General  Election 

H.  Rutherford  Turnbull,  III,  and  James  C.  Drennan 


The  November  1972  general  election  statistics  are 
presented  in  detail  in  the  December  1972  issue  of 
Popular  Coveniinent.  With  these  statistics  as  a  start- 
ing point,  this  article  will  attempt  to  shoiv,  bv  the 
use  of  maps  illustrating  the  residts  ol  the  more  impor- 
tant races,  tlie  geographic  distribution  of  political 
party  strength  in  North  Ciarolina  in  the  general  elec- 
tion of  November  1972.  All  maps  are  based  on  figures 
contained  in  the  certified  results  as  puljlished  in 
North  Carolina  Elections,  1972,  issued  by  the  Secre- 
tary of  State. 

\V'hile  the  caveats  about  the  use  of  statistics  issued 
in  the  December  1972  issue  of  Popular  Government 
apply  with  equal  force  to  this  article,  several  other 
more  specific  limitations  abom  the  use  of  political 
maps  should  also  be  mentioned  here. 

First,  many  State  Senate  and  House  of  Representa- 
tives districts  are  midti-memljeretl.  That  is,  more  than 
one  representati\e  is  elected  fioni  the  same  legislative 
district,  and,  typically,  representaii\es  are  elected  in 
those  districts  from  both  parties.  Ihe  maps  showing 
the  geographic  distribution  of  members  of  the  present 
General  Assembly  have  legends  and  shadings  indi- 
cating the  various  combinations  represented.  The 
split  delegations,  ho^vever,  may  vary  within  the  same 
category  (Split  Delegation;  Democratic  Majority)  from 
5  Democrats- 1  Republican  (15th  House  District)  to 
2  Democrats-1  Republican  (3jrd  House  District).  As 
the  example  indicates,  the  relative  strength  of  a 
political  partv  within  one  particular  category  can  vary 
greatly  from  place  to  place  and  still  be  portrayed  as 
uniform  on  the  map. 

Second,  the  map  showing  areas  re]3resented  by  the 
Republicans  and  Democrats   in   the   U.   S.   House  of 


Representati\es  also  can  be  misleading  if  it  is  not 
properly  e\])lained.  The  fact  that  a  man  lepresents 
a  ceitain  toiuity  in  the  House  does  not  necessarily 
mean  that  the  county  ga\'e  him  a  majoritv  of  its 
\otes;  congressional  districts  represent  anotiiei'  type 
ol  district  lii.il  can  also  be  misleading  in  determin- 
ing geograjjliK  strength  ol  a  party — the  iiiulti-countN, 
single-member  district.  .\n  example  ol  tiie  mislead- 
ing features  inherent  in  mapping  the  election  result 
in  this  type  of  district  occins  in  the  Fointh  Con- 
gressional District.  Both  Wake  and  Randolph  comi- 
ties ga\e  the  Republican  congressional  candidate 
significant  majorities,  vet  the  Democratic  candidate 
was  elected  because  he  recei\ecl  sli<'lul\  higher  Demo- 
cratic  majorities  in  Chatham  .mcl  Diuham  comities. 
The  map  does  not  distinguish  this  situation  from  the 
situation  found  in  the  Third  Congressional  District, 
^^■here  the  Democratic  candidate  \\as  imopposed.  This 
inijjiec  isiou  can  be  abated  l)v  the  use  of  the  chart  on 
page  17,  indicating  ivhich  party  received  a  majority 
in  e.u  h  cmuitv  in  the  1972  congressional  elections. 
Ihiid.  and  most  important,  the  maps  do  not 
sliow  tiie  size  of  the  majorities  in  anv  particular 
coinu\.  .\lan\  c^l  the  counties  ga\e  a  siate^vide  candi- 
date an  extremeh  narro\\-  margin  of  victoiT  (e.g., 
Montgomery  County,  Avhere  gubernatcjrial  candidate 
Howies  recei\ed  3,382  \otes  and  his  opponent,  Hols- 
housei,  recei\ed  3,353,  a  difference  of  29  \otes).  In 
contrast,  the  Orange  County  \-ote  for  Democratic 
senatorial  candidate  Galifianakis  was  16,348  while 
Republican  candidate  Helms  received  7,759.  On  the 
niajj.  both  examples  are  simph  shown  as  a  Demo- 
cratic majority  in  the  particular  coinity.  but  the  dis- 
parity   is  apparent  and  cannot   Ije  .i\c>iclecl.    The  nu- 
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Chart  of  How  Counties  Voted  in  1972  by  Party 


% 

Registe 
D 


led  President 

R  D  R 


U.S. 

Senate 

U  R 


U.S. 

House 

ul  Rep. 

D  R 


Governor 
1)  R 


N.C. 

Senate 
D  R 


N.C. 

House 

of  Rep. 

U  R 


Alamance 

75 

19 

X 

X 

X 

X 

X 

X 

.Alexander 

52 

40 

X 

X 

X 

X 

X 

X 

X 

.\lleghany 

67 

31 

X 

X 

X 

X 

X 

X 

Anson 

92 

6 

X 

X 

X 

X 

X 

X 

Ashe 

54 

43 

X 

X 

X 

X 

X 

X 

Avery 

25 

74 

X 

X 

X 

X 

X 

X 

Beaufort 

87 

11 

X 

X 

X 

X 

X 

X 

15ertie 

96 

3 

X 

X 

X 

X 

X 

X 

Bladen 

93 

6 

X 

X 

X 

X 

X 

X 

Brunswick 

78 

21 

X 

X 

X 

X 

X 

X 

liunconibe 

71 

26 

X 

X 

X 

X 

X 

X 

Burke 

62 

33 

X 

X 

X 

X 

X 

X 

Cabarrus 

68 

29 

X 

X 

X 

X 

X 

X 

C:aldwell 

54 

40 

X 

.X 

X 

X 

X 

X 

Camden 

95 

4 

X 

\ 

X 

X 

X 

X 

Carteret 

68 

28 

X 

X 

X 

X 

X 

X 

Caswell 

93 

6 

X 

X 

X 

X 

X 

X 

Catawba 

58 

34 

X 

X 

X 

X 

X 

X 

Chatham 

76 

23 

X 

X 

X 

X 

X 

X 

Cherokee 

53 

41 

X 

X 

X 

X 

X 

X 

Chowan 

92 

7 

X 

X 

X 

X 

X 

X 

Clay 

53 

42 

X 

X 

X 

X 

X 

X 

Cleveland 

83 

14 

X 

X 

X 

X 

X 

X 

Columbus 

91 

8 

X 

X 

X 

X 

X 

X 

Craven 

85 

13 

X 

X 

X 

X 

X 

.X 

Cumberland 

80 

14 

X 

X 

X 

X 

X 

X 

Currituck 

95 

3 

X 

X 

X 

X 

X 

X 

Dare 

83 

15 

X 

X 

X 

X 

X 

X 

Davidson 

60 

35 

X 

X 

X 

X 

X 

X 

Davie 

43 

53 

X 

X 

X 

X 

X 

X 

Duplin 

88 

10 

X 

X 

X 

X 

X 

X 

Durham 

81 

15 

X 

X 

X 

X 

X 

X 

Edgeeoiribe 

88 

10 

X 

X 

X 

X 

X 

X 

Forsyth 

72 

26 

X 

X 

X 

X 

X 

X 

Franklin 

92 

7 

X 

X 

X 

X 

X 

X 

Gaston 

71 

24 

X 

X 

X 

X 

X 

X 

Gates 

97 

2 

X 

X 

X 

X 

X 

X 

Graham 

57 

39 

X 

X 

X 

X 

X 

X 

Granville 

95 

4 

X 

X 

X 

X 

X 

X 

Greene 

90 

9 

X 

X 

X 

X 

X 

X 

Guilford 

69 

25 

X 

X 

X 

X 

X 

X 

Halifax 

95 

4 

X 

X 

X 

X 

X 

X 

Harnett 

80 

18 

X 

X 

X 

X 

X 

X 

Haywood 

76 

22 

X 

X 

X 

X 

X 

X 

Henderson 

49 

47 

X 

X 

X 

X 

X 

X 

Hertford 

95 

4 

X 

X 

X 

X 

X 

X 

Hoke 

92 

6 

X 

X 

X 

X 

X 

X 

Hyde 

91 

7 

X 

X 

X 

X 

X 

X 

Iredell 

72 

24 

X 

X 

X 

X 

X 

X 

X 

Jackson 

65 

31 

X 

X 

X 

X 

X 

X 

SUPPLEMENT  TO  VOLUME  39 


17 


U.S. 

N.C. 

% 

U.S. 

House 

N.C. 

House 

Re 

gisteifd 

President 

Senate 

of  Rep. 

Go\ei'nor 

Senate 

ot  Rep. 

D 

R 

D          R 

D          R 

D          R 

D          R 

D           R 

n       R 

Johnston 

84 

15 

X 

X 

X 

X 

X 

X 

Jones 

91 

/ 

X 

X 

X 

X 

X 

X 

Lee 

85 

12 

X 

X 

X 

X 

X 

X 

Len  oil- 

85 

13 

X 

X 

X 

X 

X 

X 

Lincoln 

66 

29 

X 

X 

X 

X 

X 

X 

Macon 

63 

34 

X 

X 

X 

X 

X 

X 

.Madison 

62 

36 

X 

X 

X 

.X 

.X 

X 

Martin 

95 

4 

X 

X 

X 

X 

X 

X 

McDowell 

71 

26 

X 

X 

X 

X 

X 

X 

Mecklenburg 

67 

28 

X 

X 

.\ 

X 

X 

X 

Mitchell 

29 

71 

X 

X 

X 

X 

X 

X 

Montgomery 

71 

26 

X 

X 

X 

X 

X 

X 

Moore 

64 

32 

X 

X 

X 

X 

X 

X 

Nash 

83 

14 

X 

X 

.X 

X 

X 

X 

Neiv   Hanoxer 

72 

24 

X 

X 

X 

X 

X 

X 

X 

X 

Northampton 

99 

1              X 

X 

X 

X 

X 

X 

Onslow 

82 

14 

X 

.X 

X 

X 

X 

X 

Orange 

79 

14         X 

X 

X 

X 

X 

X 

Pamlico 

87 

12 

X 

X 

X 

X 

X 

X 

Pasquotank 

89 

8 

X 

X 

X 

X 

X 

X 

Pender 

89 

9 

X 

X 

X 

X 

X 

X 

Perqunuans 

88 

11 

X 

X 

X 

X 

X 

X 

Person 

91 

8 

X 

X 

X 

X 

X 

X 

Pitt 

84 

13 

X 

X 

X 

X 

X 

X 

Polk 

59 

35 

X 

X 

X 

X 

X 

X 

Randolph 

49 

46 

X 

X 

X 

X 

X 

X 

Richmond 

94 

5 

X 

X 

X 

X 

X 

X 

Robeson 

95 

4 

.*c 

X 

X 

X 

X 

X 

Rockingham 

80 

16 

X 

X 

X 

X 

X 

X 

Roivan 

62 

34 

X 

X 

X 

X 

X 

X 

Rutherford 

75 

24 

,\ 

X 

X 

X 

X 

X 

Sampson 

62 

30 

X 

X 

X 

X 

X 

X 

Scotland 

91 

6 

X 

X 

.X 

X 

X 

X 

Stanly 

58 

36 

X 

X 

X 

X 

X 

X 

Stokes 

60 

38 

X 

X 

X 

X 

X 

,x 

Surry 

62 

35 

X 

X 

X 

X 

X 

X 

Swain 

70 

28 

X 

X 

X 

X 

X 

X 

Transylvania 

59 

33 

X 

X 

X 

X 

.X 

X 

Tynell 

96 

4 

X 

X 

X 

X 

X 

X 

Union 

82 

16 

X 

X 

X 

X 

X 

X 

Vance 

91 

7 

X 

X 

X 

X 

X 

X 

Wake 

76 

19 

X 

X 

X 

X 

X 

X 

Warren 

92 

7 

X 

X 

X 

X 

X 

X 

^Vashington 

92 

7 

X 

X 

X 

X 

X 

X 

Watauga 

55 

39 

X 

X 

X 

X 

X 

X 

Wayne 

82 

16 

X 

X 

X 

X 

X 

X 

\Vilkes 

41 

56 

X 

X 

,\ 

X 

X 

X 

Wilson 

85 

14 

X 

.X 

X 

X 

X 

X 

Yadkin 

38 

57 

X 

X 

X 

X 

X 

X 

Yancey 

60 

37 

X 

X 

X 

X 

X 

X 

TOTALS 

95 

5          2 

:       98 

33 

67 

69 

31 

57 

43 

74 

27 

76 

27 

The  North  Carolina  General  Assembly  (Senate  and  House  of  Repie.sentatives)  is  largely  coinposed  of  multi-member  districts.  .\s 
a  result,  it  is  difficult  to  graph  the  vote  by  party  and  county.  Thus,  with  respect  to  the  N.  C.  Senate  and  House,  the  chart  repre- 
sents the  party  of  the  representative(s)  from  the  district  of  which  the  county  may  be  only  a  part.  Where  the  delegation  is  split,  but 
one  party  has  a  majority,  only  tlie  majority  party  is  checked.  Where  the  split  is  even,  both  parties  are  checked. 
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merical  totals  by  counties  for  all  statewide  elections 
are  found  in  the  December,  1972  issue  of  Popular 
Government. 

Thus  forewarned,  the  reader  is  in\ited  to  examine 
the  following  maps  (in  addition  to  a  chart  showing 
how  each  county  voted  in  the  jjresidential,  senatorial, 
congressional,  gubernatorial,  and  General  Assembly 
races)  to  determine  where  and  for  what  reasons  the 
geographic  strength  of  each  party  lies.  The  first  two 
maps  show  the  county,  by  party,  of  the  candidate  who 
received  the  majority  votes  in  the  races  for  office  of 
Governor  and  United  States  senator.  Tlie  other  three 
maps  illustrate — by  legislative  districts  and  thus  by 
geographic  area — the  distribution  of  political  party 
strength  in  the  U.  S.  House  of  Representatives  and 
the  North  Carolina  Senate  and  House  of  Representa- 
tives. \o  map  illustrating  the  presidential  election 
in  North  Carolina  is  included  because  of  the  extreme 
onesidedness  of  the  results.  Only  Orange  and  North- 
ampton gave  the  Democratic  candidate.  Senator  Mc- 
Govern,  a  majority,  while  President  Nixon  recei\ed 
a  majority  in  the  remaining  98  counties. 

Drawing  inferences  from  these  maps  is  a  risky  in- 
tellectual endeavor  in  light  of  all  the  variables  in- 
volved in  any  election.  One  of  the  more  obvious  prob- 
lems in  determining  \vhere  party  strength  lies  is  the 
difficulty  in  separating  votes  cast  for  the  party  and 
votes  cast  for  the  candidate  of  the  party. 

In  1973,  a  United  States  senator  and  a  Governor 
were  elected  from  the  Republican  party  for  the  first 


time  since  1896.  The  degree  of  support  for  each 
Republican  \  ictor  ranged  from  98  county  Republican 
majorities  in  the  Presidential  election,  to  67  in  the 
senatorial  race,  to  4!i  in  the  gubernatorial  election. 
The  evident  difference  is  that  Senator  Helms  fared 
much  better  as  a  Republican  in  the  eastern  half  of 
the  state  than  did  Governor  Holshouser,  while  Hols- 
houser  did  slightly  better  in  terms  of  the  number  of 
■(vestern  and  central  counties  in  which  he  received  a 
majority.  This  fact  must  be  considered  in  any  attempt 
to  evaluate  the  maps  in  terms  of  ^vhether  an  area  is 
"Democratic"    or    "Republican." 

Nevertheless,  an  obvious  conclusion  to  be  drawn 
from  the  maps  is  the  presence  of  Democratic  strength 
in  the  eastern  comities  and  the  presence  of  Republi- 
can strength  in  the  north^\•est  portion  of  the  state. 
These  two  facts  are  easily  verified  by  the  cimmlative 
results  of  all  the  maps. 

Finally,  the  maps  illustrate  that  the  urban  areas 
of  the  state,  at  least  in  1972,  all  had  some  element  of 
two-party  politics.  .\11  the  larger  counties  in  the  state 
except  Durham,  which  appears  solidly  Democratic  on 
all  the  maps,  appear  in  at  least  one  of  the  maps  as 
having  voted  for  or  being  represented  by  Republicans. 
Similarly,  all  the  larger  cities  appear  on  one  or  more 
of  the  maps  as  being  represented  by  or  giving  a 
majority  vote  to  Democrats.  The  larger  cities  include 
Charlotte  (Mecklenburg),  Winston-Salem  (Forsyth), 
Greensboro  (Guilford),  \Vilmington  (New  Hanover), 
Asheville  (Buncombe),  and  Durham  (Durham). 


Geographic  Distribution  of  Political  Party  Strength 
OS  Reflected  in  the  1972  Gubernatoriol  Election 


■Counties  carried  by  Republican   gubarnatoriol  candidate 
in  1972  general  election 

-Counties  carried  by  Democratic  gubernatorial  candidate 
in   1972  general  election 
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Geographic  Distribution  of  Political  Party  Strength  in  North  Carolina 
as  Reflected  in  the  1972  United  States  Senatorial  Election 


-Counties  earned  by  Republicon   senatorial  candidate 
in  1972  general  election 

-  Counties  carried  by  Democratic   senatorial   candidate 
in  1972  general  election 


GEOGRAPHIC  DISTRIBUTION  OF  POLITICAL  PARTY 
STRENGTH  AS  REFLECTED  IN  NORTH  CAROLINA  CONGRESSIONAL  DLSTRICTS 


Winners  vote  percentage  in  1972  congressional  elections 

1.  69r.  (D) 

2.  72'.  (D) 

3.  1007.  (D) 

4.  50.4r.  (D) 

5.  65r.  (R) 

6.  94%  (D)  (opposed  only  by  candidate  of  AIP) 

7.  607.  (D) 

8.  607.  (R) 

9.  597.  (R) 

10.  737.  (R) 

11.  597.  (D) 


I       I  Area  represented  by  democratic  congressman 
l\'.^  Area  represented  by  republican  congressman 
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POITLAR   00\-ERX>[EXT 


GEOGRAPHIC  aSTRIBUTION  OF  POUTICAL  PARTY 
REPRESENTATION  IN  NORTH  CAROLINA  SENATE 


[.\'_\  Republican  delega 


GEOGRAPHIC  DiSTOIBirnON  OF  POUTTCAL  PARTY 
REPRESENTATION  IN  NORTH  CAROLINA  HOUSE  OF  REPRESOTATIVES 


I       1    Deroocraiic  delega' 

|-'.'-."j    Republican  delegatr 

I  Split  delegation 

Split  delegation 
Democratic  majority 

I  Split  delegation 
Republican  majority 
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THE  RECURRING 

For  many  years  the  state's  General  Fund  revej 
amounts.  Why  do  these  surpluses  occur  eachj 
or  legal  requirements?  Are  they  necessary  fon 


v>.  Donald  Liner,  who  is  a  member  of  the  Institute  of  Government  faculty  and  holds 
a  Ph.D.  in  Economics  from  Washington  University  in  St.  Louis,  argues  that  large  perennial 
surpluses  are  not  required  for  sound  fiscal  management  and  that  budget  policies  should  be 
made  more  flexible  in  order  to  permit  full  use  of  the  state's  resources. 


THE  EXECUTIVE  BUDGET  ACT,  which  estab 
lishes  specific  procedures  for  preparation,  review, 
adoption,  and  execution  of  the  North  Carolina  state 
budget,  was  designed  to  insure  that  no  deficit  will 
occur  in  the  state's  current  operating  budget.  During 
the  past  four  decades  the  Act  has  served  this  purpose 
very  well:  the  state  has  not  had  a  biennial  operating 
deficit  in  the  General  Fund  since  the  depression  years 
of  the  early  1930s.  On  the  contrai7,  in  most  biennia 
the  state  has  collected  much  more  revenue  than  neces- 
sary to  cover  expenditures  for  cinrent  operations. 

The  record  of  annual  current  operating  surpluses 
and  deficits  appears  in  Table  1  (p.  27).  A  current  oper- 
ating sinplus  is  the  excess  of  revenues  collected  in  any 
one  year  over  the  operating  expenditmes  during  the 
same  year.  A  current  operating  deficit,  which  means 
that  the  state  spent  more  for  operations  in  a  given 
year  than  it  collected  in  revenue,  does  not  indicate 
that  the  state  was  "living  beyond  its  means,"  but 
rather  that  surplus  funds  collected  in  previous  years 
were  spent.  When  surplus  fimds  are  expended  in  the 
following  biennitmi  for  ojjerations  and  capital  im- 
provements, the  cmrent  deficits  can  be  quite  large. 
The  last  column  of  Table  1  gives  some  indication  of 
current  surpluses  and  deficits  after  capital  improve- 
ments ajipropriations  are  accounted  for,  but  the 
figures  shown  are  not  the  exact  amounts,  since  not  all 
capital  improvement  appropriations  are  expended 
chninij  the  first  year  of  the  biennium. 


Despite  the  fact  that  current  surpluses  are  spent 
partly  lor  operations  in  subsecjuent  years,  the  current 
operating  surpluses  have  been  large  in  most  years, 
consistently  so  since  1961-62.  For  example,  even  the 
relatively  small  surplus  of  1967-68  was  larger  than 
the  combined  amounts  spent  in  1967-68  for  the  judi- 
ciary system,  public  safety  and  regulation,  and  the 
corrections  system.  For  the  past  ten  years  the  current 
operating  surpluses  have  averaged  ,5.2  per  cent  of 
revenues  collected.  In  the  fiscal  year  1972-73  the  sur- 
plus equaled  7.4  per  cent  of  revenues  collected,  and 
an  additional  S58  million  was  received  in  federal 
revenue-sharing   funds. 

Sin  ]>lus  fluids  that  have  accumulated  during  each 
biennium  have  been  invested  in  interest-bearing 
secinities  bv  the  State  Treasurer  and  have  been  a|> 
propriated  by  the  General  .Assembly  in  the  following 
biennium.  In  earlier  years  surplus  funds  were  usually 
appropriated  for  operating  expenses,  but  since  the 
early  1960s  there  has  been  a  tendency  to  appropriate 
a  large  proportion  of  surplus  fluids  for  capital  im- 
provements. Since  1960  the  operating  surpluses  have 
financed  more  than  a  third  of  a  billion  dollars  in 
capital  improvements.  The  remainder  of  the  surplus 
funds  has  been  appropriated  for  current  operations 
in  the  following  biennia. 

The  estimated  General  Fund  surplus  of 
$323,104,000  that  had  accumulated  by  the  end  of  the 

(Continued  on  Page  27) 
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lies  have  exceeded  expenditures  by  significant 
'ear?  Are  they  necessary  to  meet  constitutional 
ound  fiscal  manasement? 


lldwin  vjlll,  the  State  Treasurer,  points  out  that  \orth  Carolina's  fiscal  policies  arose  as 
a  means  of  re-establishing  a  sound  financial  position  during  the  Great  Depression.  He  explains 
that  the  stirpluses  have  resulted  from  an  expanded  economy  and  cannot  necessarily  be  counted 
on.  He  maintains  that  in  view  of  today's  economic  uncertainities,  to  change  the  state's  btidget- 
ing  practices  wotdd  jeopardize  its  fiscal  integrity. 


I  AM  INDEBTED  to  the  editor  of  Popular  Govern- 
ment for  the  invitation  to  comment  on  an  article  by 
Dr.  C.  D.  Liner,  which  is  published  elsewhere  in 
this  issue.  With  due  deference  to  Dr.  Liner,  who 
has  written  well  on  various  pliases  of  State  govern- 
ment, I  must  dissent  from  some  of  his  assumptions 
and  the  opinions  that  he  has  expressed  in  this  article. 
And,  although  I  may  differ  sharply  with  Dr.  Liner's 
views,  I  wish  to  make  it  clear  that  the  differences 
between  us  are  philosophical  and  not  personal. 

\Vhile  1  do  not  look  upon  this  invitation  as  a 
forum  for  an  exhaustive  debate  on  the  subject  of 
State  finance,  1  am  always  pleased  to  express  my 
views  on  sound  fiscal  management  in  State  and  local 
government  and,  in  passing,  to  reaffirm  my  contention 
that  In  North  Carolina,  ive  liave  made  a  habit  of 
good  government. 

The  State  Treasurer  is  not  officially  a  part  of  the 
budget  process.  Like  other  agencies,  his  office  fur- 
nishes information  requested  by  the  Advisoi7  Bud- 
get Commission  and  the  Finance  Committees  of  the 
House  and  Senate.  On  the  other  hand,  the  office  of 
the  Treasiaer  is  an  excellent  vantage  point  to  observe 
first  liand  the  workings  of  the  budget  process.  Being 
human,  those  who  make  revenue  and  expenditure 
estimates  often  make  mistakes,  and  sometimes  these 
errors  are  substantial.  But,  by  and  large,  I  admire 
the  skill  and  the  high  motive  with  which  this  phase 


of  the  budget  has  been  executed,  and  I  believe  that, 
notwithstanding  the  element  of  human  error,  the  men 
who  have  constructed  our  budgets  through  the  years 
ha\'e  done  a  magnificent  job.  Their  slogan  could 
well  be  "Progress  with  Integrity." 

FIRST  OF  ALL,  I  think  that  Dr.  Liner  has  mis- 
understood the  meaning  of  our  Constitution,  which 
must  be  read  and  construed  as  a  whole.  For  instance, 
our  Constitution  clearly  admonishes  us  against  bud- 
get deficits.  If  there  is  one  thing  that  our  organic 
law  is  clear  on,  it  is  that  our  fiscal  policy  is  based 
upon  a  balanced  budget.  Because  the  Constitution 
contains  a  provision  for  funding  a  deficit.  Dr.  Liner 
cites  this  provision  as  recognition  of  the  propriety  of 
deficits.  The  particular  section  of  the  Constitution 
that  he  cites,  however,  is  intended  to  furnish  a 
mechanism  for  funding  a  deficit  that  was  not  ex- 
pected and  for  which  the  Advisory  Budget  Commis- 
sion, the  Appropriation  Committees,  or  the  General 
Assembly  itself  had  not  planned.  Funding  as  used 
here  means  to  borrow  through  the  issuance  of  bonds 
or  notes. 

Our  organic  law  contains  not  the  slightest  ap 
proval  of  deficit  financing.  In  other  words,  it  is  un- 
constitutional to  plan  for  a  deficit.  All  the  Constitu- 
tion says  is  that,  if  the  economy  of  the  State  should 
go  into  a  sharp  decline,  despite  whatever  cuts  may 
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be  applied  by  the  Go\einor  as  Chief  Executi\e  Officer 
of  the  State,  and  if  it  becomes  necessary,  a  deficit  may 
be  funded.  Btit  nowhere  does  the  C^onstitiition  coii- 
iloui'  the  spirit  of  deficit  financing. 

fn  nn  opinion,  the  most  significant  action  taken 
l)\  the  General  Assembh  in  om  time  was  the  passage 
ol  the  Executive  Budget  .\ct  in  1925.  Until  then, 
the  State's  finances  had  not  recpiired  very  large  simis 
ot  money;  the  State  had  not  at  that  tiine  become  in- 
\ol\'ed  in  such  ■(vide-rangiirg  objectives  as  maintain- 
ing all  state  high-\va\s  and  also  the  public  schools. 
,-\s  the  financial  problenrs  of  the  State  grew  and  be- 
came more  (omjjlex.  a  more  efficient  means  to  deal 
whh  financial  affairs  was  clearly  necessary — hence, 
the  Executi\e  Budget  Act  of  1925,  which  introduced 
sound  business  principles  into  the  handling  of  jniblic 
funds. 

lieginning  in  1925.  the  idea  of  a  balanced  budget 
became  a  part  ol  the  thinking  t)I  the  people  of  North 
(iaiolina.  From  then  on,  om  legislature  began  to 
at  t  in  a  practical  .uul  kno^vledgeable  manner  'within 
the  context  of  sound  budget  procedures. 

In  1929.  the  crash  came  and  the  Governor  at 
that  time  ^vas  faced  with  an  unprecedented  decline 
in  the  eronomy,  with  a  consecjuent  sharp  decline  in 
re\eiuie.  In  short,  we  ran  up  sid)stantial  deficits  in 
19;)0,  1931,  and  1932;  aiul,  despite  the  Go\ernor's 
action  in  cutting  ajapropriations,  we  Avere  faced  \\'ith 
a  substantial  deficit.  But  this  deficit  ictts  not  planned 
nor  in  a)i\  -way  foreseen.  It  arose  because  no  one 
anticipated  a  depression;  as  revenues  declined,  tax 
anticipation  notes  were  issued  to  ineet  curreirt  ex- 
]3enses,  which  were  later  funded  under  the  emergency 
]jro\isi<jn  in  the  Constifution  that  gives  us  the  right 
to  fund   a   "casual   deficit." 

From  193'5.  oiu'  economy  began  to  impro\e.  and 
since  1939,  when  we  adopted  the  permanent  revenue 
act,  our  economx  has  gro^vn  and  expanded  far  beyond 
the  dreanrs  of  those  who  had  merely  predicted  re- 
covery. .\s  a  result  of  the  gro-wing  economy,  ^vhich 
has  also  been  tinoed  with  iiiHation,  we  ha\e  had  a 
series  of  credit  balances,  which  are  |jopularly  called 
surjjluses.  Some  have  been  nrodest  and  others  have 
been  very  substantial,  and  the  General  .\ssembly  has 
appropriated  these  cjuite  unexpected  surplus  funds 
to  help  meet  the  growing  and  expanded  needs  of  the 
people  of  North  Carolina.  Part  of  these  funds  have 
been  used  in  pro\iding  tor  cmrent  demairds  (such 
as  increases  in  the  salaries  of  teachers  and  state  em- 
ployees) and  part  for  fiuuliirg  much-needed  perma- 
nent impro\enients.  thus  a\oiding  the  cost  of  borrow- 
ing in  order  to  finance  the  improvements. 

Let  me  emphasize,  it  is  the  changing  economy, 
often  grooving  beyond  expertation,  and  the  increased 
demands  of  public  ser\ice,  due  in  part  to  inflation, 
that  ha\e  resulted  in  oiu'  surpluses  and  the  uses  to 
which  they  ha\e  been  put. 


I  WANT  TO  MAKE  one  thing  clear:  I  know  of 
iro  Go\ernor  and  no  member  of  the  Council  of  State 
or  ot  the  Advisory  Budget  Commission  or  of  the 
Geneial  .Assemblv  who  has  believed  in  taxing  the 
people  in  order  to  build  up  large  surplus  fimds.  But 
I  belie\e  that  oirce  the  surpluses  have  occurred,  we 
ha\e  acted  wisely  in  applying  these  imexpected  funds 
foi    the  benefit  of  our  people. 

The  point  I  wish  to  underscore  is  that  whatever 
mistakes  have  been  made  in  estimating  re\enue  were 
not  intentional  but  were  made  in  the  context  of  a 
grooving  and  expanding  State,  -^vhich  was  making  a 
desperate  effort  to  keep  in  step  with  the  needs  of  all 
North  Carolinians,  as  interpreted  by  the  people,  by 
the  conununications  nredia,  aird  by  the  General  As- 
sembh' itself. 

I  MUST  NOW  COMMENT  on  Dr.  Liner's  use  of  the 
Avord  dcjtcit.  He  considers  airy  year  in  the  State's 
histoiy  in  which  the  budget  is  balanced  by  bringing 
forward  a  credit  balance  from  the  previous  year  as  a 
deficit  year.  To  use  this  -word  in  such  a  way,  it  seems 
to  me,  is  inconsistent  with  sound  finance  and  account- 
ing. How  can  there  be  a  deficit  when  the  State  has 
sufficient  funds  to  meet  every  obligation  involved  in 
the  budget? 

.\lso,  he  speaks  of  a  bond  issue  as  being  a  planned 
dejutl.  He  •would  consider  that  the  recent  authoriza- 
tion of  our  S300  million  school  plant  construction 
bonds  pushed  the  State  into  a  deficit  status.  In  iriy 
opinion,  this  completely  distorts  the  word  deficit  as 
used  in  state  aird  local  financing  throughout  the 
nation. 

What  is  deficit  financing  as  generally  lurderstood 
in  st:ite  and  local  finance?  It  means  that  a  budget  is 
delihcriilrly  constructed  so  that  it  will  require  spend- 
ing beyond  ;i\ailable  revenues — ^vhich,  of  course,  is 
forbidden  b\   oin^  Constitution. 

Dr.  Liner's  .irticle  contains  some  rather  confusing 
and  contradictor)  terms.  For  instance,  it  says  in  one 
place  that  we  ha\e  had  surpluses  e\ery  year  since  the 
depression,  but  then  elsewhere  that  we  have  experi- 
enced many  deficits  in  recent  years.  Manifestly,  the 
State  cannot  have  both  a  surplus  and  a  deficit  at  the 
same  time.  L'pon  closer  examination,  we  find  that 
Dr.  Liner  has  assigned  deficit  status  to  certain  years 
because  the  budget  was  balanced  in  those  years  by 
carrying  for-ivard  surpluses  from  the  previous  year. 
The  methods  used  in  thus  balancing  the  budget  are. 
in  m\  opinion,  entirely  appropriate.  Would  he  have 
us  not  use  these  extra  funds,  but  levy  additional 
taxes  to  co\er  exjjenses?  Or.  to  put  it  another  way, 
would  he  have  us  cut  taxes  and  fail  to  meet  current 
needs?  Of  course  not.  So  when  he  talks  of  recent 
deficits,  we  know  that  he  is  simply  applying  a  stan- 
dard to  certain  vears  that  does  not  conform  to  the 
accepted  language  of  public  finance.  As  Treasurer 
of  North  Carolina,  I  have  emphasized  over  and  over 
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again  that  we  have  had  no  deficits  in  the  budget  of 
North   Caroh'na  since  the  depiession. 

In  his  article,  Dr.  Liner  uses  tiie  word  iurplus 
rather  generally  \vithout  jjarticular  definition.  I 
think  it  might  be  wise,  in  discussing  his  statement, 
to  point  out  that  the  word  .surplus  does  not  appear 
upon  the  balance  sheet  of  the  State;  its  equivalent 
is  what  we  term  a  credit  balance. 

IT  IS  A  FAIR  INFERENCE  that  Dr.  Liner  feels 
that  often  we  have  given  too  much  emphasis  to  a 
good  credit  rating,  and  not  enough  to  providing  for 
the  needs  of  oiu-  people.  On  behalf  of  all  of  the 
Governors  that  I  have  known  and  all  the  legislators 
that  I  have  worked  ^^■ith.  I  beg  to  differ.  Dr.  Liner 
suggests  that  we  may  have  deliberately  built  up  sur- 
pluses purely  for  the  benefit  of  a  credit  rating.  On 
the  contrary,  the  building  up  of  the  large  surpluses 
has  been  unexpected;  furthermore,  we  have  used  our 
good  credit  rating  to  sa\e  millions  of  dollars  for  tax- 
payers in  the  favorable  interest  rates  that  we  have 
secured  in  a  large  program  of  bond  financing  over 
the  years.  We  may  not  on  occasion  have  done  as 
much  for  our  people  as  we  would  like  to  do,  but 
I  think  we  have  made  a  sincere  effort  to  aid  them 
within  the  availability  of  funds.  Xo,  wc  have  not 
sacrificed  the  welfare  of  our  people  for  a  good  credit 
ratine;  we  have  used  that  credit  ratiiur  as  a  tool  in 
the  service  of  our  people. 

Dr.  Liner  seems  to  question  the  earnings  that  the 
Treasurer  receives  from  the  investment  of  surplus 
funds.  Apparently  he  feels  that  the  people  could 
better  use  these  funds  themselves.  If  his  facts  were 
correct,  I  would  agree  with  him  heartily,  but  he 
overlooked  the  fact  that  only  a  very  small  portion 
of  the  funds  invested  are  surplus  funds.  \Vhat  he 
refers  to  are  "temporarily  idle  funds,"  meaning  funds 
on  hand  to  meet  apjsropriation  requirements  pre- 
viously committed  by  the  General  Assembly.  In  no 
way  would  it  be  correct  to  classify  moneys  appropri- 
ated as  surplus  fumls. 

The  question  naturally  arises;  Why  not  reduce 
taxes  and  thereby  do  away  with  so-called  surpluses? 
The  answer  is  that  at  the  time  the  budget  is  con- 
structed, we  do  not  know  how  our  economy  will 
behave,  and  therefore  we  do  not  know  whether  there 
will  be  surplus  funds.  For  many  years  we  have  had 
surpluses,  bid  now  it  seons  that  the  wax^e  may  have 
reached  its  crest.  And  in  view  of  many  disconcerting 
elements  in  our  economy  connected  with  the  energy 
crisis,  we  may  for  the  first  time  since  the  depression 
be  faced  with  some  decline  in  our  revenue. 

I  think  all  infomied  jieople  will  agree  with  the 
famous  statement  Ours  is  a  government  of  lau's  and 
7iot  of  men — which  simply  means  that  no  public 
official  can  go  about  the  people's  business  except  in 
teniis  of  existing  laws.  So,  when  surpluses  begin  to 
build  up,  the  Governor  cannot  simply  allocate  these 


funds  for  this  or  that  purpose.  He  must  await  the 
sitting  of  the  General  .Assembly,  which  alone  has  the 
power,  under  our  law,  to  appropriate  these  funds. 
It  is  the  very  nature  of  our  government  that  we  can- 
not take  executive  action  in  regard  to  any  matter 
unless  provision  has  been  made  by  law. 

The  General  Assembly,  realizing  that  there  may 
be  unexpetted  developments  between  sessions,  has 
created  what  is  known  as  the  Contingency  and  Emer- 
gency Fund  (.§2  million  in  197^^-74),  from  which  the 
Governor  and  Council  of  State  may  make  allocations 
for  unexpected  and  unanticipated  needs.  But  neither 
the  Governor  ikm  the  Council  of  State  has  any  author- 
ity between  sessions  to  tamper  with  this  thing  that 
has  been  called  a  surplus  in   the  General  Fund. 

IT  IS  HEALTHY  from  time  to  time  for  people  like 
Dr.  Liner  to  criticize  us  and  take  us  to  task.  But 
still,  I  would  like  to  ]joint  out  that  in  his  criticism. 
Dr.  Liner  occupies  the  enviable  role  of  Monday- 
morning  quarterback!  He  did  not  have  to  make 
decisions  in  the  stress  and  strain  of  the  day,  but  has 
had  the  advantage  of  studying  all  that  we  have  done 
through  the  vears.  In  other  words,  he  has  had  the 
wonderful   advantage  of  hindsight. 

I  recognize  in  the  opinions  of  Dr.  Liner  the  hall- 
mark of  a  man  steeped  in  the  classical  viewpoint  of 
the  economist,  and  I  respect  him  as  a  scholar,  but 
v\e  who  deal  with  the  practical  affairs  of  balancing 
the  budget  believe  that  we  should  conform  to  the 
precepts  and  practices  th;it  are  customary  in  financial 
circles  and  validated  bv  tradition.  ^Ve  think  it  would 
be  wrong  for  the  State  to  depart  from  this  traditional 
viewjjoint.  For  us  to  vary  from  the  generally  accepted 
practices  would  shock  the  financial  world  and  leave 
the  impression  that  we  look  with  favor  on  the  phi- 
losophy of  deficit  financing,  which  flourishes  in  ^Vash- 
ington  but  not  yet  in   Raleigh. 

BEFORE  CLOSING  THIS  PAPER,  I  would  like  to 
describe  in  simjsle  language  how  the  budget  process 
has  been  practiced  for  many  years  here  in  North 
Carolina. 

^\'hat  do  we  mean  by  the  l^alanced  Inidget?  The 
princijile  is  so  simple  as  to  ret]uire  no  complex 
interpretation.  'We  mean  that  the  availability  of 
funds  and  outgo  are  approximately  the  same,  and 
that  the  only  acceptable  variation  from  this  would 
be  for  availability  to  exceed  outgo,  so  that  there  will 
at  all  times  be  a  margin  of  safety. 

Balancing  the  budget  is  not  an  exact  science.  It 
is  very  difficult  to  know  just  how  the  tax  structure 
will  react  to  the  economic  conditions  of  the  year,  or 
biennium.  with  which  we  are  concerned.  But  it  is 
interesting  that,  in  line  with  our  careful  policy,  we 
have  had  a  credit  balance,  or  surplus,  in  the  General 
Fund  at  the  end  of  every  biennium  since  the  depres- 
sion of  the  1930s.  Some  years  this  so-called  surplus 
has  been  modest,  but  in  others,  it  has  been  substantial. 
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These  credit  balances  ha\e  been  used  by  the  Gen- 
eral Assembly  to  balance  the  budget  for  the  ensuing 
biennium.  A  good  deal  of  it  has  gone  into  capital 
improvements  that  would  otherwise  have  been  de- 
layed or  built  ^vith   borrowed   money. 

The  recurrence  of  a  substantial  surplus  in  the 
various  biennia  of  the  last  twenty  years  often  leads 
to  a  demand  for  tax  reductions,  and  on  occasion 
some  reduction  has  been  given.  In  this  connection, 
1  think  we  should  keep  in  mind  that  a  credit  balance 
of  $150  million  is  not  a  large  sum  of  money  ^vhen 
set  against  our  recent  biennial  budget,  which  ex- 
ceeded $4  billion. 

In  fairness  to  members  of  the  General  Assemblv, 
it  could  be  said  that  -^vhen  the  budget  is  balanced, 
they  do  not  anticipate  that  the  credit  balance  will 
i)e  as  large  as  we  have  recently  experienced.  To  be 
sure  that  we  do  not  have  a  deficit,  they  think  in 
terms  of  a  reasonable  cushion.  A  credit  balance,  for 
instance,  that  approaches  |100  million  or  S200  million 
is  quite  unexpected — something  of  a  windfall,  re- 
sulting from  an  unexpected  expansion  and  growth  of 
the  economy. 

What  to  do  with  a  substantial  credit  balance  such 
as  we  are  now  expecting  will  provoke  a  lot  of  debate. 
But  ho^v  much  better  it  is  to  be  worried  about  a 
surplus  than  foi'  North  Carolina  to  be  worried  about 


an  iumiinent  deficit.  Those  Avho  remember  the  days 
of  the  Great  Depression,  when  deficits  were  the  order 
of  the  day,  will  testify  that  any  trouble  in  deciding 
on  -ivhat  to  tlo  -ivith  extra  funds  is  nothing  compared 
-ivith  the  stark  tragedy  of  being  forced  to  increase 
taxes  on  people  Avho  are  already  on  the  brink  of 
disaster,  as  we  were  compelled  to  do  in  \9S\,  1932, 
and   1933. 

Last  luit  not  least,  this  is  no  time  to  experiment 
in  fiscal  policy.  .Vtter  a  long  period  of  prosperity, 
^ve  now  face  a  crisis  that  is  closely  related  to  the 
shortage  of  energy.  There  are  predictions  that  in 
the  immediate  fiuine,  ciubacks  Avill  be  made  in  in- 
dustiial  production — '\vith  some  rise  in  unemploy- 
ment and  louver  profits.  If  our  economy  should  pro- 
duce less  revenue  in  the  fiuure,  then  this  is  a  doubt- 
fid  time  in  which  to  strike  off  in  a  new  direction, 
attempting  new  and  imtried  policies.  If  the  General 
Assembly  that  convened  in  January  should  feel  that 
some  tax  reduction  can  be  given,  that  is  within  its 
prerogative,  but  I  wish  to  emphasize  that  today  is  a 
difficult  time  to  attempt  fiscal  prophecy.  No  man 
can  predict  with  any  degree  of  acciu'acy  how  our 
economy  '^vill  behave  in  the  next  few  years  or,  for 
that  matter,  for  the  next  twelve  months.  Certainly 
this  is  a  time  for  the  people  of  North  Carolina  to 
assert  the  \irtues  of  moderation,  reason,  and  restraint 
for  whidi  they  are  justly  famous. 
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Is  it  necessary  to  maintain  a  budget  surplus?  iConiinurd  from  Page 


'>'> 


1971-73  bienniuni  was  by  far  the  largest  biennial 
surplus  in  history,  although  about  $58.4  million  of 
the  surplus  came  from  federal  revenue-sharing  funds 
that  could  not  have  been  anticipated  l)y  the  H)71 
General  Assembly.  The  size  of  the  l!t71-73  Ijiennial 
surplus  is  best  demonstrated  in  'I'al)le  2,  which  .shows 
biennial  rather  than  annual  surpluses  for  the  General 
Fund  since  the  196l-(),3  biennium  and  also  includes 
both  operating  and  capital  expenditures  of  the  Gen- 
eral Fund.  Even  without  revenue-sharing  funds,  the 
1971-73  surplus  of  $264,700,000  was  much  greater 
than   the   196,5-67  surplus  of  .'$172,680,000. 

In  view  of  the  magnitude  of  the  surpluses,  several 
questions  shoidd  be  asked.  Is  a  perennial  budget 
surplus  required  by  law?  Is  a  surplus  required  for 
prudent  fiscal  management?  How  does  it  come  about 
that  an  operating  surplus  occurs  almost  every  year? 
Finally,  what  are  the  consequences  of  surpluses?  The 
purpose  of  this  article  is  to  address  these  questions. 

THE  NORTH  CAROLINA  CONSTITUTION  spe 

cifically  provides  for  incinring  debt  in  order  "to  sup 
ply  an  unforeseen  deficiency  in  the  revenue"  (before 


Jidy  1,  1973.  the  language  was  "to  supply  a  casual 
deficit").  The  Constitution,  in  addition  to  providing 
for  unforeseen  deficits,  also  provides  for  planned 
deficits  through  bond  financing  or  other  forms  of 
indebtedness.  The.se  |jlanned  deficits  must  be  used 
for  specific  public  purposes  that  are  approved  by  the 
General  Assembly  and  usually  also  by  a  majority  vote 
of  the  people.  Public  debt  can  be  used  "to  suppress 
riots  or  insurrections,  or  to  repel  invasions,"  "to  meet 
emergencies  immediately  threatening  the  public 
health  or  safety,  as  conclusively  determined  in  writing 
by  the  Governor,"  or  "for  any  other  lawful  [Hirjx>se. 
to  the  extent  of  twothirds  of  the  amount  by  which 
the  state's  outstanding  indebtedness  shall  have  been 
reduced  during  the  next  preceding  biennium."'  If 
the  debt  shoidd  exceed  two-thirds  the  debt  reduction 
in  the  previous  biennium.  approval  of  a  majority  of 
voters  is  required  before  it  may  be  incurred.  The 
Constitution  thus  jjrovides  for  debt  financing  of  spe- 
cific operating  expenditines,  roads,  schools,  and  other 
capital  imprcjvements. 


1.    N.C.  Const.,  art  V,  §  3. 


Table  1 

North  Carolina  State  Operating  Sinplus  and  Capital   Improvement  .Appropriations,   Fiscal   Years   1951-52 

to  1972-73  (thousands  of  dollars) 


Current  Operating 

Current  Operating 

Current   Operating 

Expenditures  from 

Surplus  (Deficit) 

Surplus   (Deficit) 

Capital 

Surplus  (Deficit)  less 

State 

State  Revenues 

(Revenues   less 

as  Per  Cent 

Improvements 

Capital   Improvements 

Year 

Revenuesa 

for  (Operations 

Expenditures) 

of   Revenues 

.Appropriations^ 

.Appropriations^ 

1951-52 

$    273,104 

$    261,315 

$  11,789 

4.3% 

3.635 

$     8,154 

1952-53 

280,671 

279.266 

1,405 

0.5 

— 

1,405 

1953-54 

286,988 

289,068 

(-2,080) 

(0.7) 

5,166 

(-7,240) 

1954-55 

297,659 

311,823 

(-14,164) 

(4.8) 

— 

(-14,164) 

1955-56 

342,122 

311.354 

30.768 

9.0 

400 

30,368 

1956-57 

359,714 

343.145 

16,569 

4.6 

— 

16369 

1957-58 

364.024 

368,678 

(^,654) 

(1.3) 

29,953 

(-34,607) 

1958-59 

382,205 

379,494 

2,711 

0.7 

— 

2.711 

1959-60 

444.141 

414203 

29,938 

6.7 

65 

29,873 

1960-61 

465,421 

435,300 

30,121 

6.5 

— 

30.121 

1961-62 

521.516 

522,896 

(-1,380) 

(0.3) 

3.968 

(-5,348) 

1962-63 

570,535 

525,232 

45.303 

7.9 

— 

45,303 

1963-64 

603,462 

594.028 

9,434 

1.6 

66,350 

(-56,916) 

1964-65 

667,290 

631,373 

35,917 

5.4 

— 

35,917 

1965-66 

760,863 

699,794 

61,069 

8.0 

45,333 

15,736 

1966-67 

825,264 

755,534 

69,730 

8.4 

— 

69,730 

1967-68 

893,629 

855,704 

37,925 

4.2 

116,702 

(-78.777) 

1968-69 

1 ,006,994 

950,834 

56,160 

5.6 

— 

56.160 

1969-70 

1.183,602 

1,137,343 

46,259 

3.9 

76,669 

(-30,410) 

1970-71 

1,294,568 

1,243,723 

50,845 

3.9 

— 

50,845 

1971-72 

1,442.397 

1,383,531 

58,866 

4.1 

69.794 

(-10,928) 

1972-73 

1,631,831 

1.510,463 

121.368 

7.4 

— 

121,368 

Notes:  a.  Tax  and  non-tax  revenues  of  the  General  Fund  and  Highway  Fluid.  Does  not  include  lederal  funds,  fxjnd  proceeds, 
revenues  of  self-supporting  activities,  federal  revenue  sharing  funds,  or  re\enues  of  the  .Agricultural  Fund,  which  was 
discontinued  in  1965. 

b.  Excludes   appropriations   of   bond   priKeeds   and   self-liquidating  appropriations. 

c.  Since  capital   improvement   appropriations   are  not   necessarih   expended  during  the  vear  of  appropriation    the  figures  in 
this  column  do  not  represent   the  actual  current  surplus  or  deficit. 
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Table  2 

General  Funtl  Re\enueb  and  Expenditures.    1961-();i    Bienniinii    to    liiyi-To    Bienniimr 

(thousands  of  dollars) 


Operating  and 

Beginning 

.Sniplus  PUii 

Capital  hnpiovenients 

Ending 

Biennium 

SurpUis 

Re\enues 

Revennes 

Expenditures 

Surplus 

1961-63 

S  74,356 

S    790,165 

S    864.521 

$    752.847 

S111.674 

1963-63 

111,674 

941,557a 

1,053.231 

953.552 

99,679 

1965-67 

99,679 

1.196,959 

1.296,638 

1,123,958 

172,680 

1967-69 

172.680 

1.455.265 

1.627.945 

1,474,609 

153,336 

1969-71 

153.336 

1.846,186 

1,999.522 

1.852.305 

147,217 

1971-73 

147.217 

2.411,632c 

2.558.849 

2,235.745b 

323,104b,  c 
264,700b,  d 

Notes:  a.  Includes  512.007.219  transfer  honi  a  reserve  for  refund  ot  income  tax  withheld. 

b.  Estimated. 

c.  Includes  S5S.4  million  in  federal  revenue  sharing  funds  recei\ed  for  1971-73. 

d.  Excludes  S58.4  million  in  federal  revenue  sharing  funds  received  for  1971-73. 


BetAveen  1925  and  194t),  the  state  paid  for  capital 
inrproveirients  almost  entireh  through  iiicttrrence  of 
debt  approxed  b\  the  General  Assenibh  under  the 
tx\'0-thirds  rule  (so-called  legislative  bonds).  Onlv 
S75,000  of  S22.7  niillion  spent  for  cajiical  itnprove- 
meiits  xsas  appropriated  from  cinretit  tax  revenues 
during  this  jjeriod.  From  1947  to  1970  the  state  made 
relati\"el\  less  use  of  debt  finantitig  tor  capital  im- 
pro\'ements,  preferring  instead  to  finance  such  out- 
lavs  from  current  re\enue.  Dtiring  this  period,  of  S790 
million  of  capital  improvement  authorizations  (ex- 
cluditig  reappi  (jjjr  ia  t  ions,  sell-liquidatioris,  and 
receipt-supportetl  projetts),  about  (iO  per  cent  \\as 
financed  bv  direct  approjjriations  of  current  re\enue. 
Since  1970  the  state  has  increased  its  use  of  debt  by 
authorizing  a  S150,000,000  issue  of  Clean  ^\'ater  bonds 
and  a  3300,000,000  issue  of  sthool  bonds  phis  other 
issues  totaling  S48  million.  Hovve\er.  the  state  has 
continued  to  use  record  amotmts  of  current  revenue 
to  finance  capital  impro\ements.  During  the  period 
1971  to  1973.  more  than  .S25S  million  of  current 
revenue  xvas  appropriated  for  capital  improvements. 
This  was  far  tiiore  than  for  anv  comparable  period 
in  the  state's  history. 

The  State  Constitution  provides  that  the  Gov- 
ernor shall  prepare  and  recommend  to  the  General 
Assenibh  a  comprehensixe  budget  of  anticipated 
revenue  and  proposed  expendittires  and  that  the 
budget  as  enacted  b\  tire  General  Assemblv  shall  be 
administered  bv  the  Goxernor.-  As  mentioned  above, 
the  Executive  Btidget  Act-^  establishes  the  specific  pro- 
cedures for  preparation,  rexiexv,  adoption,  and  execu- 
tion of  the  budget.^  Whereas  the  Constitution  pro- 
vides for  meeting  an  unforeseen  deficit  tlirough  the 
issuance  of  debt,  the  Executive  Budget  Act  calls  for 
rather   drastic   action    to   avoid   a   deficit.    It   declares 


2.  X.C.  Const.,  art.  III.  S  5(3). 

3.  N.C.  Gen.  St.\t.  §§  143-1  through  -34.1. 

4.  Cf.  J.  S.^NDERs,  The  North  C.\roun.a  Execltive  Buix~.et 
.■\CT  Topically  .Arr.am.eu  (5th  ed.  Chapel  Hill:  Institute  oi 
Government,  1973). 


that  all  "maintenance"  ^operating)  appropriations  are 
conditional  upon  ha\ing  sufficient  re\enues  "col- 
lectetl  and  axailaljle"  to  finance  all  operating  appro- 
priations." II  the  Director  of  the  Budget  determines 
that  revenue  collections  are  insufficient,  he  may,  xvith 
the  athite  and  consent  ot  a  majority  of  the  Advisory 
Budoet  Commission,  reduce  the  amounts  to  be  al- 
located  to  the  \arious  appropriations  or  reduce  all 
appropriations  on  a  pro  rata  basis  in  order  "to  pre- 
vent an  oxerdiah  oi  defiiit."''  The  law  is  \er\  clear 
in   its  intent; 

1  he  pmpose  and  policv  of  this  act  are  to  provide 
and  insure  that  there  shall  be  no  overdraft  or 
deficit  in  the  general  lund  ot  the  State  at  the  end 
ot  the  fiscal  period  grossing  out  of  appropria- 
tions tor  maintenance,  and  the  Director  of  the 
Budget  is  directed  and  required  to  so  administer 
this  act  as  to  prexent  any  such  overdraft  or 
deficit.' 

Thus  the  Executi\e  Budget  Act,  unlike  the  Con- 
stitution, recpiires  a  balanced  operating  budget.  How- 
ever, the  General  Assembly  could,  under  the  Consti- 
tution, provide  for  debt-financing  of  some  operating 
expendittnes.  In  its  effect,  the  Executive  Budget  Act 
tends  to  result  in  budget  surpluses,  since  the  strong 
medicine  prescribed  to  pre\ent  deficits  encourages 
overh  cautious  leventie  estimates  and  loxvered  spend- 
ing proposals.  But  the  Executive  Budget  Act,  despite 
its  strong  language,  does  not  pro\ide  a  justification 
for  the  large  current  operating  surpluses  that  have 
occurred,  and  it  is  possible  to  provide  more  Hexibility 
in  state  budgeting  so  that  large  surpluses  and  deficits 
could  be  avoided. 

First,  the  provisions  that  call  for  reductions  in 
api^ropriations  in  the  event  of  insufficient  revenue 
collections  applv  only  to  current  operating  ("main- 
tenance")   appropriations,    not    to    capital    appropria- 


5.  N.C:     Gen. 

6.  hi. 

7.  Id. 


.Si.\i. 
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tions.  In  rccem  years,  (a[)il.il  iiiipi ONC'iiicnls  appio- 
priations  fiiiaiuecl  by  cuircnt  revenues  have  l)een 
large  enough  to  seixe  as  an  elle(ii\e  liuH'er  il  actual 
revenue  colkxtions  should  Tail  below  projected  reve- 
nue collections.^  (Capital  iinprovenient  appropriations 
can  be  made  on  the  l)asis  ot  rexenue  piojections,  per- 
haps on  a  pi  ioi  itv  basis,  and  tiien  the  expenditme  of 
funds  can  be  made  (outiugent  on  receijjt  of  adecpiate 
revenue,  l.oxvpriority  projects  that  must  be  delayed 
can  be  luuded  as  soon  as  sufficieui  funds  liecome 
available.  In  this  \\a\  there  woidd  he  less  danger  of 
having  to  cut  bai  k  ()|)eiatiug  funds  il  rexenue  col- 
lections fall  short  of  prcjjections.  Second,  the  oper- 
ating appropriations  that  are  not  spent  also  serve  as 
a  buffer  should  levenne  collections  be  loxxer  than 
expected.  These  so-called  rexersions  axerage  .S.S  ])ei 
cent  of  total  Cieneral  Fimd  a])propi  iations.  As  a  re- 
sidt  of  these  o])erating  appropriations  that  are  not 
spent  and  the  normal  lag  of  expenditures  (particu- 
larly capital  expenditures)  behind  appropriations,  the 
State  Treasurer  xx'ould  usually  be  able  to  finanie  an 
unforeseen  deficit  from  "collected  and  available" 
revenues.  POi  example,  on  Jiuie  ,S0,  1972,  the  State 
Treasurei  held  about  $229  million  in  General  Fund 
cash.  Thiid.  some  o])erating  appropriations  can  be 
made  contingent  on  receijit  of  revenue  collections. 
The  General  .Assembly  used  this  method  in  the  19.")0s, 
making  incieases  in  teachers'  salaries  contingent  on 
receipt  of  a  certain  amount  of  revenues.  These  three 
measures — flexible  capital  expenditures  timing,  reli- 
ance on  reversions  as  a  buffer,  and  selected  use  of 
contingent  operating  ai3]3ropriations — xvoulcl  jjrovide 
flexibility  in  iiudgeting  so  that  the  total  financial  re- 
sources of  the  state  could  be  used  each  xcai  to  pro- 
vide needed  jjuhlic   services. 

HOW  DOES  IT  COME  ABOUT  that  large  budget 
surpluses  occur  almost  exery  xeai?  There  are  txvo 
main  reascins: 

1.  The  legislature  makes  very  cautious  estimates  of 
anticipated  revenues,  and  the  amount  of  appropria- 
tions approved  by  the  General  Assembly  is  deter- 
mined by  the  amount  of  anticipated  lexenues.  The 
estimates  are  cautious  so  that  if  economic  recession 
or  lox\'er  than  anticipated  economic  groxvth  rates 
should  occ  ui ,  the  appropriations  xvould  not  have  to 
be  reduced  as  called  for  by  the  Executixe  Budget  Act. 

2.  The  amount  of  appropriations  that  is  not  spent 
becomes  surplus  funds.  In  the  1971-7-i  biennium,  for 
example,  these  reversions  amounted  to  .$89.9  million. 

Initially  revenue  estimates  are  made  as  the  budget 
is  being  prepared.  During  the  legislative  reviexv  and 
adoption  process,  the  estimates  are  revised,  usually 
iipxvard,  to  reflect  more  recent  and  complete  infor- 
mation on  revenue  collections  and  trends.  These  final 
estimates  are  added  to  the  surplus  that  is  expected  to 


cxisl  .11  ihc-  caul  i:l  llie  current  hiciiuiuin  lo  determine 
the  tciial  .iniciunl  c.l  lexenues  lliai  x\ill  lie  axailable. 
Iheie  is  a  lendenc)  for  the  (icneral  .\ssemblv  to  re- 
gard uu.Mitic  ipaied  rexenues  as  nonrecuirint;  re\enues 
.iiid  llic'i  c'lcii  c  Id  use  them  for  so-called  nonrecurring, 
iiiostlx    cajjital,  expenditures.'' 

.\s  Table  ."i  shox\s,  since  fiscal  xear  19,51-52  reve- 
nues haxe  exceeded  estimates  every  year  except  1953- 
51  and  1951-55,  xvhen  estimated  revenues  exceeded 
actual  rexenues  by  relatively  small  .niiouuis.  Before 
l95.'i-55,  revenues  were  underestimated  only  in  19.15- 
:>()  and  l9,S8-39,  and  then  only  by  small  amounts.  In 
most  other  years  estimates  x\ere  substantially  beloxv 
rexenues.  The  exce]3tions  seem  to  occur  as  a  result  of 
economic  recessions,  as  in  195."i-51.  1951-55,  1957-58, 
1958-59.  l9(;9-7(),  and  1970-71.  In  12  of  the  22  years 
sliox\n  in  Table  3,  the  difference  exceeded  5  per  cent 
ol  actual  rexenues:  in  six  years  ii  exceeded  10  ])er 
cent  ol  actual  revenues.  .\lthou,L;li  in  recent  years  the 
clilleieiices  haxe  not  always  been  big  relatixe  to  reve- 
nues, in  absolute  terms  they  xxere  still  lar,ge. 

There  are  good  reasons  for  being  cautious  in  esti- 
malini;  rexenues.  With  biennial  budgets,  rexenues 
must  be  projected  moie  than  two  xeais  ahead.  Groxvth 
in  tax  cc)llections  depends  largely  on  the  performance 
ot  the  national  economy,  -ivhich  cannot  be  predicted 
accurately.  On  the  other  hand,  rexenue  collections 
haxe  groxvn  consistently  over  the  years;  rexenue  col- 
lections have  not  declined  since  1949-50,  and  even 
then,  actual  rexenue  exceeded  projected  revenue. 
The  main  point  lo  lie  made  here  is  that  rexenue 
estimates  used  bx  the  Cieneral  .Assemblv  should  not 
be  loxvei  than  can  reasonably  lie  antic  i|jalecl  in  order 
to  guaicl  against  a  budget  deficit.  ,\s  discussed  above, 
the  annual  ap|5roj)riations  rexersions  are  large 
enough  to  provide  a  buffer  should  actual  revenues 
be  less  than  anticipated,  and  if  capital  improvements 
expenditures  and  perhaps  some  operating  exjjendi- 
tures  xx'cre  made  contingent  on  revenue  collections, 
the  state  could  make  fuller  use  of  its  available  re- 
sources without  having  to  risk  cutting  back  on-going 
jirograms. 

The  Idle  plaxed  hx  official  budget  estimates  in 
the  budgeting  .lud  .ippiopriatious  process  deserves  to 


9.  The  folldwinti  lable  compares  unaiuicipatecl  rexenues  for 
eacli  biouuiuni  with  chrcct  capital  inipioxenieuts  appropriations 
1(11    the   folloxviug   biuueuiuni    (iu    ihousaiuls   of  dollars). 


8.  Howexcr.  see  pages  31-32   for  a  criticism   of  the  practice 
of  using  current  rexenues  to  finance  capital  impioxemeiits. 


Excess  of  C.encral 

I'tinti    Rexenues 

Capital  Improxements 

o\er  .Anticipatetl 

.Appropriations  for 

Biennium 

General  Fund  Rexenues 

I'olloxving  Biennium 

i!iri3-,"i,"i 

,S(— 5,633) 

0 

1955-,i7 

44,701 

24.587 

1957-59 

9.387 

5,340 

1959-61 

69.748 

1,860 

1961-63 

82.604 

63,074 

1 9(i3-65 

61.214 

41,640 

1965-67 

124.864 

112.357 

1967-69 

160,977 

75,589 

19tj9-71 

66,086 

64.891 

1971-73 

174,840 

191,822 
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Table  3 

Comparison  of  Oflirial  Estimates  oi  General   Fund   Revenues  with   .\ctual   Revenues, 

Fiscal   Years   1951-52  to   1972-73 
(thousands  of  dollars) 


Dilk-rence  between  .Actual 

Official  Budget 

Estimate  .As  Revised 

.\ctual 

and  Revised  Estimates 

.As  Percentage  (if 

Year 

Estimate 

During  Legislati\  e  Sesiiion 

Re\enues 

.\moiuit 

.Actual  Rcxenues 

1931-52 

$    146.002 

S    162.439 

S    178,888 

S   16.449 

1952-53 

146,752 

180.333 

180.978 

645 

.04 

1953-54 

188,249 

186,819 

184.710 

—2.109 

1.1 

1954-55 

195,781 

192.635 

189,111 

—3,524 

1.9 

1955-56 

184,931 

205.503 

224,614 

19,111 

8.5 

1956-57 

184,918 

208.178 

237,768 

29,590 

12.4 

1957-58 

237.844 

239.305 

242,112 

2,807 

1.2 

1958-59 

245,628 

247,«)0 

253.670 

0,580 

2.6 

1959-60 

275.234 

283534 

310.208 

26,974 

8.7 

1960-61 

272,213 

283.213 

325,987 

42.774 

13.1 

1961-62 

315,000 

347.577 

374,837 

27.260 

7.3 

1962-63 

325,000 

359.984 

415.328 

55,434 

13.3 

1963-64 

413,455 

424.918 

437,850 

12.932 

3.0 

1964-65 

427,370 

443.418 

491,700 

48.282 

9.8 

1965-66 

496,590 

525.414 

573,249 

47.835 

8.3 

1966-67 

525,487 

546.680 

623.709 

77,029 

12.4 

1967-68 

658,476 

659,050 

679,199 

20,149 

3.0 

1968-69 

697,278 

695,238 

776.006 

80.828 

10.4 

1969-70 

797,900 

842.900 

878.550 

35,650 

4.1 

1970-71 

887,700 

937.200 

967,636 

30.436 

3.1 

1971-72 

1,024,910 

1,044.665 

1 ,093.909 

49244 

4.5 

1972-73 

1.115,075 

1.133,820 

1.259.416a 

125.596 

10.0 

Source:   Division  of  Tax   Research. 

Notes:    a.   Excluding   federal   revenue-sharing    funds. 


be  reconsidered.  Those  ^vho  make  official  revenue 
estimates  should  not  bear  the  responsibility  for  avoid- 
ing deficits.  Rather,  the  objective  of  official  revenue 
estimates  should  be  accuracy,  and  they  should  be 
judged  on  their  record  for  acduacx  rather  than  on 
their    record    for    avoid i no    deficits.     If    the    Cieneral 

o 

Assembly  can  have  confidence  in  tiie  acciuacy  of 
revenue  estimates,  it  can  more  effectively  take  stejjs 
to  make  full  use  of  the  state's  resources  and  at  the 
same  time  take  necessarv  measures  to  avoid  deficits. 
One  important  step  in  impro\ing-  accuracy  of  re\enue 
estimates  is  to  change  the  jjresent  policy  of  keeping 
official  budget  estimates  confidential  until  the  recom- 
mended budget  is  ainiounced.  Makinsi  the  estimates 
jHiblic  woidd  serve  as  a  check  on  their  accuracy  since 
economists  and  others  could  then  examine  them. 
Another  step  would  be  to  bring  outside  coirstiltants 
directly  into  the  process  of  estimating  revenues  i.ithcr 
than  ha\ing  revenue  estimates  made  solely  within  the 
Depaitment  of  Re\enue. 

WHAT  ARE  THE  CONSEQUENCES  of  these  pe 
reirnial  budget  surpluses?  First,  large  surpluses  ensure 
that  appropriations  will  not  have  to  be  cut  back  as 
prescribed  by  the  Executive  Budget  Act  if  an  unfore- 
seen reduction  in  revenues  shoidd  occur.  But,  as  we 
have  seen,  large  surpluses  are  not  necessary  to  meet 
provisions  of  this  act. 


Second,  large  surpluses  presumably  help  North 
C>arolina  maintain  tiie  highest  bond  credit  rating, 
which  means  that  the  state  can  borro^v  money  at  a 
slightly  iouer  rate  of  interest.  Ho^vcver,  the  state 
woidd  ]ji(ib:ibl\  be  able  to  maintain  its  good  credit 
rating  \\ithout  large  surpluses  sirrce  it  has  a  broad- 
based  and  responsi\e  t;ix  structiu'e,  a  history  of  fiscal 
responsii)ility,  and  a  small  outstanding  debt  coin- 
pared  with  that  of  many  other  states. '*'  In  an\  event, 
the  value  of  haviirg  tiie  highest  credit  rating  should 
be  ^veighed  ag;iinst  the  cost  of  the  budget  surjjluses. 
It  miglit  be  jjieferable  to  pax  a  slightl\'  higher  rate 
of  interest  on  deljt  than  to  iorego  the  pui)]ic  pro- 
grams and  personal  income  that  could  he  maintained 
from  the  surpluses.  Debt  service  is  a  relativeh  small 
state  expenditine.  accounting  for  less  than  2  per  cent 
of  General  Fund  expenditures,  and,  as  we  ha\e  seen, 
the  state  lias  in  the  last  two  decades  financed  most  of 
its  capital  improvements  programs  not  through  debt 
financing  but  liy  use  of  current  revenues. 

,V  third  ad\antage  of  Inidget  surpluses  is  that  they 
swell  the  amount  of  hinds  held  lay  the  State  Treas- 
urer, -who  collects  considerable  revenue  fiom  interest 
on  the  iunds  wh^n  the\  are  invested  (about  .$38  mil- 
lion   in    1972-7.'i    from    Gencial    Ftuid    and    Highway 


10.    .At  the  end  of  fiscal  year  1971,  twenty-two  states  had  more 
state  bonds  ouLstanding  than  did  North  Carolina. 
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Fund  investments).  Although  it  is  wise  for  the  Treas- 
urer to  invest  liintls  that  are  not  needed  innnediately, 
it  is  anothei  matter  to  Ie\y  taxes  witli  the  intention 
of  using  the  revenues  to  generate  interest  income 
through  investments.  After  all,  tax])ayers  could  ])ut 
that  money  in  their  own  sa\ings  atcoimis  or  spend  it. 
As  we  will  see  below,  witluhawing  from  the  economy 
tax  revenues  that  are  not  spent  probably  results  in  a 
loss  of  total  personal  income  that  is  greater  than  the 
amount   willuh.iwn   anil   not   spent. 

The  economic  effect  of  not  spending  part  of  tax 
revenues  deser\es  finther  elaboration,  ^\'hen  a  resi- 
dent receives  a  dollar  of  personal  income  and  spends 
it  at  the  local  grocery  store,  the  end  result  is  more 
than  one  dollar  of  income  to  North  Carolina  resi- 
dents. For  example,  part  of  the  dollar  spent  becomes 
income  to  grocery  clerks,  and  part  becomes  income 
to  North  Carolina  farmers  who  sell  products  to  the 
grocery  store.  So  a  dollar  added  to  the  North  Caro- 
lina econon\y  may  generate  more  than  one  dollar  of 
income  to  state  residents,  fuonomists  refer  to  this  as 
a  "multiplier"  effect.  The  nniltiplier  process  also 
■\vorks  in  reverse.  If  a  jierson  suffers  a  reduction  in 
income,  and  therefore  spends  less  at  the  grocery  store, 
the  incomes  of  the  grocer  and  the  farmer  with  whom 
he  trades  wiU  tend  to  fall.  A\'hen  the  state  taxes  its 
citizens  and  spends  the  revenues  to  piuxhase  goods 
and  services,  there  are  two  separate  effects.  First,  the 
taxes  reduce  the  disposable  income  of  citizens,  which 
sets  off  the  negative  nndtiplier  effect.  If  the  state 
then  hires  North  Carolinians  or  purchases  goods  and 
services  from  Noi  th  Carolinians,  an  even  greater 
multiplier  effect  will  occiu',  and  there  will  be  a  net 
increase  in  income  of  residents.  If  the  state  fails  to 
spend  tax  dollars,  the  only  effect  is  negative.  The  cost 
of  the  failiue  to  spend  the  tax  dollars  that  have  been 
collected  is  the  difference  bet\\een  the  income  of 
citizens  after  the  tax  is  collected  and  the  income  they 
woidd  have  been  receiving  if  the  state  had  spent  the 
tax  dollars.  This  cost  will  be  greater  than  the  amount 
of  imspent  tax  re\cnues.  In  addition,  the  state  will 
liave  lost  tax  revenues  from  the  foregone  income. '^ 
As  Table  1  shows,  because  acciunulatcd  operating 
surpluses  are  e\'entualh  apjjropriated,  the  total  state 
budget  does  not  produce  a  budget  sinplus  every  year. 
In  many  years  a  sizable  cmrent  budget  deficit  occurs 
after  capital  expenditines  arc  accounted  for.  Thus, 
althougli  there  is  a  perennial  ciarent  operating  sur- 
plus, the  net  effect  is  alternating  current  surpluses 
and  deficits,  and  the  economic  effect  is  probably  to 
lower  state  income  in  siuplus  years  and  to  increase 
state  income  in  deficit  vears.  These  fluctuations  -vvoidd 


II.  Some  arpue  that  the-  imcstnunt  of  unspent  funds  by  the 
State  Treasurer  causes  personal  income  to  increase  in  the  state 
as  businesses  borrow  these  additional  funds  to  make  invest- 
ments. However,  this  argument  ignores  the  fact  that  most  of  the 
unspent  funds  are  invested  in  U.S.  government  securities,  and 
the  additional  funds  loaned  to  the  U.S.  goxernnicnt  would  bene- 
fit the  entire  nation,  not  just  North  Carolinians. 


be  eliminated  and  the  effect  of  the  state  budget  on 
st.itc  income  wDulcl  be  made  consistentlv  positive  if 
large  current  opeiatiug  smphises  were  eliminated  and 
capital  improvements  authorizations  were  made  on 
a  more  regular  basis. 

.Surpluses  may  also  have  a  deleterious  effect  on  the 
allocation  of  state  re\enues.  0\'erly  cautious  revenue 
jjrojcMioirs  can  lead  legislators  and  the  public  to  be- 
lieve thai  lesenues  will  not  be  adequate  to  finance 
on-going  or  proposed  programs,  so  that  needed  pro- 
grams are  not  funded  or  unneeded  new  taxes  or  tax 
increases  are  enacted.  Since  the  surplus  funds  are 
treated  as  il  they  were  a  surjjrise  at  the  end  of  each 
biennium.  legislatois  and  state  officials  may  fail  to 
plan  adecjuately  foi  new  and  impioved  progranrs.  The 
three  new  taxes  that  have  been  enacted  since  the 
lyjOs — the  sales  tax  on  food,  effective  in  1961,  and 
the  cigarette  and  solt-ciriiik  taxes,  effecti\e  in  1969 — 
apparentl)  resulted  Irom  a  ijelief  that  tax  revenues 
woidd  not  be  sufficient  to  cover  on-going  and  pro- 
])osed  state  jjrograms.  However,  the  operating  sur- 
jjluses  that  ha\e  occurred  since  the  sales  tax  on  food 
\\as  enacted  have  exceeded  revenues  from  these 
taxes.'-  Similarly,  even  without  the  soft-drink  and 
cigarette  taxes,  there  \vould  have  been  annual  operat- 
ing surpluses  in  the  General   Fimd.'-'* 

If  surplus  re\enues  had  been  used  for  current 
needs,  capital  imjjro\'ements  that  would  have  been 
funded  from  surjjluses  would  have  reqiured  other 
means  of  financing.  Se\eral  justifications  can  be  pro- 
\ided  for  not  funding  capital  improvements  from 
surpluses.  Capital  impro\ements  usually  last  many 
years.  If  they  are  financed  through  debt,  they  are  paid 
for  from  tax  revenues  that  are  collected  from  those 
citizens  ^^•ho  are  then  enjoying  the  benefits  of  the 
capital  projects.  The  irony  of  spending  surpluses  on 
capital  im]3rovements  is  made  even  greater  when  in- 
comes are  rising,  as  they  are  in  North  Carolina.  If 
tax  re\enues  collected  during  a  previous  biennium 
ate  used  to  pay  for  capital  improvements,  today's 
citizens  arc  being  taxed  to  pa\   for  projects  that  will 


12.  The  following  table  shows  estimated  additional  revenue 
from  the  sales  tax  on  food  for  each  siibsccpient  Ijienniuni  com- 
pared with  ending  Cicncral  rmul  surphiscs. 


\ckIilional  Revenue  from 

Ending  C.eneral 

the  Sales  Tax  on  Food 

Fund  Surplus 

Biennium 

(millions  of  dollars) 

(millions  of  dollars) 

1961-6.'! 

.S  61.0 

S111.7 

1 963-65 

70.2 

99.7 

1965-67 

81.0 

172.7 

I967-(;9 

93.3 

153.3 

1969-71 

111.0 

147.2 

13.    This  is  shown   in   the  following  table: 

.\dditional  Revenue 

Ending 

from  the  Soft  Drink 

General   Fund 

Fiscal  Year 

and  Cigarette  Taxes 

(millions  of  dollars) 

1969-70 

.S2-t.7 

S  46.3 

1970-71 

34.9 

50.8 

1971-72 

38.1 

58.9 

1972-73 

40.0 

119.9 
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be  used  in  the  future  bv  citizens  who  will  have  more 
income  and  can  more  easily  afford  to  pay  tor  those 
projects. 

THERE  ARE  OTHER  PRACTICAL  REASONS 

^\'hy  capital  improvements  should  not  be  financed 
from  surpluses.  First,  the  notion  that  surpluses  are 
nonrecurring  is  likely  to  distort  budget  decisions. 
Many  people  believe  that  nonrecurring  re\enues 
should  be  spent  only  on  capital  improvements  rather 
than  on  operating  programs.  ^Vhen  the  revenues  are 
in  fact  continuing  rather  than  nonrecurring,  spending 
is  biased  toward  capital  projects  and  awav  from  op- 
erating programs.  Further,  most  capital  improve- 
ments require  maintenance  expenditures  and  operat- 
ing personnel  for  many  years  into  the  future.  Rather 
than  budgeting  operating  and  capital  expenditures 
independently,  as  under  present  practice,  it  would  be 
sounder  to  consider  operating  programs  and  their 
associated  capital  requirements  together  as  single 
programs. 

The    practice    of    funding    capital    improvements 
from  surpluses  tends  to  let  the  amoimt  of  capital  im- 


]3ro\enients  appropriations  be  determined  by  the 
abilitx  to  forecast  revenues  or  by  unforeseen  economic 
circumstances  that  affect  revenues  rather  than  by  the 
budget  process  on  the  basis  of  need.  Should  a  project 
that  \\ill  be  needed  for  many  years  fail  to  be  funded 
because  of  a  teniix)rar\-  reduction  in  tax  revenues.' 
Under  present  practice,  it  is  possible  that  high-priority 
capital  projects  will  not  be  funded  if  a  surplus  does 
not  exist  whereas  a  low-priority  operating  program 
will  be  funded,  .\gain,  it  would  be  sounder  to  con- 
sider operating  and  capital  appropriations  on  the 
same  basis. 

If  the  General  .\ssembly  changes  permanently  to 
annual  sessions,  the  budget  surpluses  are  likelv  to 
become  much  smaller,  especiallv  if  the  budget  is  also 
put  on  an  annual  basis.  Instead  of  having  to  project 
i"e\enues  more  than  two  years  in  advance,  the  legis- 
lature will  need  to  project  revenues  for  onlv  fifteen 
to  eighteen  months  in  advance.  Economic  changes 
that  mav  affect  tax  re\enues  will  be  much  easier  to 
foresee.  Biu  annual  sessions  alone  will  not  solve  the 
])robIeins  discussed  here. 


STIPE  GIVEN 
HISTORIC  PRESERVATION  AWARD 


The  North  Carolina  Historic  Preservation  Society 
has  awarded  Robert  E.  Stipe  the  Ruth  Coltrane  Can- 
non Cup  for  his  contributions  to  preservation  on  the 
local,  state,  national,  and  international  levels.  Stipe 
is  Professor  of  Public  Law  and  Government  and 
.\ssistant  Director  of  the  Institute  of  Government. 
The  award  is  given  annually  for  outstanding  con- 
tributions to  historic  preservation.  Stipe  has  drafted 
state  legislation  on  historic  properties,  districts,  zon- 
ing, and  has  advised  on  legislation  dealing  with 
history  for  the  past  ten  vears. 

Stipe  has  lectured  at  conferences  throughout  the 
United  States  and  abroad  and  organized  the  success- 
ful biennial  course  in  Historic  Preservation  Planning, 
co-sponsored  bv  the  Institiue  of  Government  and  the 
Division  of  .-\rchives  and  History  and  attended  by 
people  from  across  the  nation. 

He  was  the  principal  organizer,  guide,  and  trans- 
lator for  the  first  "\Vorkshop  in  England,"  when 
county  officials   from  two  Virginia  counties  spent  a 


week  in  England  comparing  -American  and  British 
approaches  to  preservation. 

On  the  local  level.  Stipe  helped  to  establish  both 
the  Chapel  Hill  Historical  Society  and  the  Chapel 
Hill  Preser\ation  Society.  The  constitution  and  by- 
laws he  drafted  for  these  groups  have  served  as  models 
for  many  similar  organizations. 

In  addition  to  teaching.  Stipe  has  written,  com- 
piled, and  edited  numerous  articles  and  books  about 
historic  preservation  and  has  earned  a  reputation  as 
a  national  and  international  scholar  of  presei"v  ation 
la^\'.  He  ^\as  elected  to  the  Board  of  Trustees  of  the 
National  Trust  tor  Historic  Preservation  and  is  a 
memljer  of  more  than  a  dozen  professional  societies. 

Stipe  was  a  Senior  Fulbright  Research  Fellow  at 
the  Uni\ersit\'  of  London  in  1968-69  and  did  research 
in  the  legal,  financial,  political,  and  administrative 
aspects  ol  historic  preser\ation  and  townscape  con- 
servation. 
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THE  EFFECT  OF  TAXES 
ON  INDUSTRIAL  LOCATION 


0.  Donald  Liner 


IT  IS  WIDELY  BELIEVED  that  business 

firms  can  be  induced  to  locate  their  plants  in  states 
or  communities  that  have  low  lousiness  taxes  or  offer 
special  tax  concessions  or  financial  subsidies  to  indus- 
try. This  belief  has  led  many  states  to  make  their  tax 
systems  favorable  to  business  anil  to  be  reluctant  to 
increase  business  taxes  as  much  as  other  taxes. ^  Other 
states  have  made  tax  concessions  designed  to  make 
their  states  more  attractive  to  industry.-  For  example, 
some  states  partially  or  fully  exempt  inventories  of 
raw  materials  or  finished  products  from  the  jjroperty 
tax.3  Other  states  have  "freeport"  laws,  which  pro- 
vide a  property   tax  exemption   on   inventories   held 


1.  Business  tax  revenues  have  tended  to  fall  as  a  proportion 
of  total  state  and  local  lax  revenues.  In  estimates  made  by  the 
Advisory  Commission  on  Intergoveriunental  Relations,  of  48 
states  and  the  District  of  Columbia,  between  1957  and  1967 
taxes  on  business  (excluding  sales  taxes)  fell  as  a  percentage 
of  total  state  and  local  taxes  in  all  but  six  states.  .Advisory  Com- 
mission on  Intergovernmental  Relations,  State-Local  Finances: 
Sigiiificatit  Features  and  Suggested  Legislation  (Washington, 
D.C.:  U.S.  Government  Printing  Office,  1972),  Table  76. 

2.  Property  tax  inducements  in  the  United  States  date 
from  1649.  when  a  propertv  lax  exemption  was  granted  in 
Connecticut.  For  a  short  history  of  these  inducements  and  a 
survey  of  their  uses  as  of  about  1967,  see  Paul  E.  Alyea,  "Prop- 
erty Tax  Inducements  to  .Attract  Industry,"  in  Richard  \V. 
Lindholm  (ed.),  Property  Taxation  USA  (Madison:  University 
of  Wisconsin  Press,  1967),  pp.  140-41. 

3.  .As  of  January  1,  1972,  in  six  states  inventories  were 
exempted  because  all  personal  property  was  exempt.  Of  the 
other  states,  21  had  provided  relief  from  property  taxes  on  in- 
ventories by  low  official  assessment  rates,  by  partially  or  fully 
exempting  at  least  some  kinds  of  inventories,  or  (in  Wisconsin) 
by  giving  an  income  tax  credit  for  inventory  property  taxes.  A 
few  states  provided  exemptions  for  special  kinds  of  inventories 
such  as  textile  or  new  cars.  Cf..  .Ad\isory  Commission  on  Inter- 
governmental  Relations,  State-Local  Finances,  Table   1 10. 


in  storage  foi  shipment  to  other  states.  Other  states 
give  tax  concessions  to  new  or  expanded  plants;  thus 
in  some  states  new  or  expanded  plants  can  be  ex- 
enijjted  from  jiroperty  taxes  (usually  not  including 
school  levies)  for  a  specified  period  of  time.""  In  some 
states,  conmrunities  are  permitted  to  issue  public, 
tax-exempt  bonds  to  finance  construction  of  industrial 
buildings  for  use  by  pri\ate  firms."'  Many  tax  admin- 
istration practices  are  designed  to  influence  industrial 
location  decisions  and  to  maintain  a  "favorable  busi- 
ness climate."  Among  these  practices  are  low  property 
tax  appraisals,  constant  or  negotiated  tax  appraisals, 
and  liljeial  apportionment  formulas  for  corporate  and 
franchise  taxes.  Public  or  private  agencies  have  been 
organized  in  many  states  to  offer  low-interest  loans  or 
to  guarantee  private  loans  for  new  firms."  Communi- 
ties in  some  states  may  provide  direct  inducements  in 
the  form  of  cash  donations,  payment  of  moving  ex- 
penses, sales  or  rentals  of  land  or  fjuildings  at  low 
prices,  advance  agreement  on  utility  rates,  construc- 
tion of  industrial  parks,  and  free  installation  of  sewer, 
water,  and  electricity  lines. 

Favorable  tax  treatment  and  special  inducements 
to  attract  industry  can  be  costly  in  terms  of  reduced 
state  and  local  tax  revenues  and  perhaps  in  teniis  of 
reduced  tax  equity.  Do  these  measines  benefit  the 
public  enough  to  cover  their  costs?   A  precise  estimate 


4.  For  a  description  of  these  progiams,  see  Benjamin 
Bridges,  Jr..  "Stale  and  Local  Inducements  for  Industry,  Part 
I,"  Xalional  Tax  Journal  18  (March   1965),  8-9. 

5.  See  ibid.,  pp.  6-8,  for  a  survey  of  the  use  of  bond  finan- 
cing. 

6.  See  ibid.,  pp.  2-6  and  9-14,  for  a  description  of  state  loan 
guarantee  programs,  statewide  development  aedit  corporations, 
and  local   development   corporations. 
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of  benefits  and  cosls  would  be  difficidt,  if  not  impossi- 
ble." Estimating  benefits  and  costs  ma)  not  be  neces- 
sary, however,  because  a  simpler  question  may  suffice: 
How  successfid  are  tax  and  nontax  inducements  in 
influencing  a  firm's  location  decision.^  The  purpose 
of  this  article  is  to  provide  at  least  partial  answers  to 
this  cjuestion  by  exandning  the  role  and  importance 
of  taxes  in  the  plairt-location  decision  anti  by  review- 
ing the  residts  of  certain  studies  and  surve\s  con- 
ducted  for   this  purpose. 

Public  Services  Also  Attract  Industry 

Before  examining  the  efficacy  of  tax  inducements, 
it  would  be  good  to  recall  that  taxes  are  collected  in 
order  to  provide  public  services  and  that  the  quantity 
and  quality  of  jjidilic  services  are  likely  to  be  at  least 
as  important  to  industr)  as  taxes.  Thus  low  tax  rates 
may  repel,  rather  than  attract,  industry  if  they  pro- 
duce inadequacy  in  sucir  services  as  police  and  fire 
protection,  water  siqaply,  schools,  and  Iie.dih  ser\'ices. 

Industry  may  demand  adequate  or  even  excep- 
tional public  services  for  several  reasons.  If  such 
services  as  police  and  fire  protection  are  not  a\ail- 
able,  firnrs  will  have  to  provide  them,  which  may  be 
costly.  Industry  may  be  concerned  that  public  serv- 
ices or  facilities  are  available  and  adecpiate  for  the 
benefit  of  their  employees — for  example,  schools, 
libraries,  and  recreation.  Finally,  industry  ma\  be 
concerned  about  the  general  quality  of  local  govern- 
ment, especially  the  quality  of  local  officials. 

The  quantity  and  quality  of  public  services  neces- 
sarv'  to  attract  industry  may  require  high  rather  than 
low  tax  rates.  Anrong  the  50  states,  both  state  and 
local  taxes  and  public  expenditures  are  correlated 
with  measiues  of  economic  de\elo])inent.''  This  does 
not  mean  that  high  taxes  and  jjublic  expenditiues 
cause  economic  develojinient  to  occiu;  it  means,  that 
high  taxes  and  public  expenditures  at  least  do  not 
impede  economic  development,  and  it  contradicts  the 
common  belief  that  low  taxes  are  associated  with 
economic  development.  Fmthermore,  as  industry 
moves   into   a   state   or   comnuuiity,    the   demand    tor 


7.  Biidges  discusses  measuring  benetits  and  costs,  but  notes 
tbat  tbe  result  is  inconclusive.  See  Benjamin  Bridges,  Jr.. 
"State  and  Local  Inducements  for  Industrv.  Part  II."  Xatitnial 
Tax  Journal  18  (June  1965).  185-92. 

8.  To  be  judged  accurately,  the  inducements  must  be  shown 
to  have  caused  firms  to  locate  at  places  where  they  would  not 
have  located  without  the  inducements.  It  is  not  stifficient  merely 
to  show  that  states  or  communities  with  light  business  ta.xes  arc 
being  chosen  as  locations  for  new  plants. 

Tax  and  financial  inducements  may  possibly  increase  the 
amount  of  investment  in  new  and  expanded  plants.  Howe\er. 
in  this  article  we  will  consider  only  location  decisions  rather 
than  the  size  of  plants. 

9.  Alan  K.  Campbell,  "State  and  Local  Taxes,  Expenditures, 
and  Economic  De\elopment,"  in  Stale  and  Local  Taxes  on  Busi- 
ness (Princeton:    Fax  Institute  of  .•\merica,  1965),  pp.  206-7. 


ptiblic  set  vices  is  likely  to  increase.  New  residents 
lecpiire  new  housing  and  related  public  services  as 
well  as  enlarged  schools  and  other  public  facilities. 
Enlarged  local  pa\rolls  also  lead  to  higher  demand 
for  public  ser\ices.  hi  areas  that  are  in  transition 
liom  an  agricultiiral  to  an  industrial  economy,  the 
inn  eased  demand  foi  j3id)lic  ser\'ices  is  likely  to  be 
esjrecially  significant. 

However,  a  common  argument  is  that  low  taxes 
will  attract  industry  and  thus  expand  the  local  tax 
base  so  that  more  public  services  can  be  financed. 
This  takes  us  ixK  k  to  the  basic  question:  Are  low 
taxes  stKcessful   in   .lUracting  new   industry? 

How  the  Decision  is  Made 

To  esaluate  the  impoi  tance  ol  taxes  in  iidluencing 
inchistrial  loiation,  it  is  necessary  to  understand  how 
firms  make  location  decisions  and  how  taxes  enter 
iiuo  these  decisions. 

It  is  the  differences  in  tax  levels  rather  than  the 
abstjlute  \e\e\  ol  taxes  that  are  relevant  to  the  loca- 
tion decision.  Taxes  that  must  Ije  paid  regardless  of 
location  will  not  aflect  the  location  decision.  For 
example,  lederal  taxes  will  not  affect  location  within 
the  L'nited  Slates.  Differences  in  state  taxes  may  affect 
the  choice  of  state  but  not  location  \\ithin  a  state. 
.Moreo\er,  tax  diffeiences  among  states  have  become 
less  inqjortant  in  determining  location  Ijecause  in 
recent  years  state  tax  structures  have  become  more 
iinilorm  and  business  tax  rate  differentials  have  be- 
come narrower.  Toda)  most  states  have  retail  sales 
taxes,  corporate  and  personal  income  taxes,  gasoline, 
alcoholic  beverage,  and  cigarette  excise  taxes,  and,  of 
course,  projjerty  taxes  at  the  local  le\el.  As  Table  1 
siiows.  variation  in  rates  ol  the  retail  sales,  corporate 
inioiue,  and  gasoline  tax  lates  among  states  are  not 
laige,  and  differences  in  one  tax  are  often  offset  by 
differences  in  other   taxes. 

Fax  differentials  may  not  be  so  inqjortant  in  loca- 
tion decisions  as  simple  conqxuisons  make  them 
seem  — loi  two  reasons.  First,  the  effect  of  tax  differ- 
entials is  reduced  by  about  half  because  state  and 
local  taxes  reduce  a  firm's  federal  corporation  income 
tax  liabilities,  and  local  taxes  reduce  its  state  corpora- 
tion income  tax  liabilities.  For  example,  the  differ- 
ence between  a  5  per  cent  and  a  (i  per  cent  state 
corporation  income  tax  may  not  greatly  influence  a 
firm's  location  decision  because  the  higher  rate  in 
one  state  will  reduce  the  firm's  federal  corporation 
income  taxes  by  about  halt  the  difference  diat  would 
be  exacted  by  the  varying  rates  of  the  two  states. 

Second,  tax  differentials  ^^■ill  not  affect  a  firm's 
location  decision  if  they  do  not  affect  profits.  If  a 
firm  can  offset  tax  differeiuials  by  increasing  prices 
or    b)    reducing   pa)ments    to    factors   of   production. 
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Table  1 

State  Rates  on   Corporate   Income  Tax,  State   Retail  Salei^  Tax,  and  Gasoline  Tax' 
(Effective  October,  1973,  Unless   Otherwise   Noted) 


Corporate  Income 

Tax 

Corporate 

Income  Tax 

rate 

on  taxable  income 

State 

Retail  Sales  Tax 

Gasoline    Excise 

(  rate  on 

taxable  income 

State  Retail  Sales    lax 

Gasoline    Excise 

exceedlne   S25.000I 

rate 

on   general   sales ) 

Tax,    Cents   Per 

exceed 

ng 

$25,000) 

(  rate  on 

general    sales ) 

Tax.   Cents   Per 

Percentage 

Percentage 

Gallon 

Percentage 

Percentage 

Gallon 

Alabama 

5%- 

i"',, 

7 

Montana 

6.75 

— 

7 

Alaska 



8 

Nebraska 

3.25 

2.5 

81/2 

Arizona 

8 

3 

7 

Nevada 

— 

0 

6 

Arkansas 

6 

3 

81/2 

New  Hampshire 

/ 

— 

9 

California 

9 

33/^-1 

7 

New   Jersey 

7141I' 

5 

8 

Colorado 

5 

3 

7 

New   Mexico 

511 

4 

7 

Connecticut 

8 

6.5 

10 

New  York 

9 

4 

8 

Delaware 

7.2 

— 

9 

North  Carolina 

6 

3 

9 

Florida 

5 

4 

8 

North   Dakota 

6 

4 

7 

Georgia 

6 

3 

71/2 

Ohio 

8 

4 

7 

Hawaii 

6.4 

45 

8-116 

Oklahoma 

4 

2 

6.58 

Idaho 

6.5 

3 

81/2 

Oregon 

612 

— 

7 

Illinois 

4 

4 

71/2 

8 

Pennsylvania 

11 

6 

8 

Indiana 

5 

4 

Rhode  Island 

8 

5 

8 

Iowa 

8-1 OT 

3 

7 

.South    Carolina 

6 

4 

8 

Kansas 

6.75 

3 

7 

.South   Dakota 

5.5 

4 

7 
7 
5 

Kentucky 

5.8 

5 

9 

Tennessee 
Texas 

6 

3.5 
4 

Louisiana 

4 

3 

8 

Utah 

6 

4 

7 

Maine 

7 

5 

9 

Vermont 

6 

3 

9 

Maryland 

7 

4 

9 

Virginia 

5 

3 

9 

Massachusetts 

7.5  pi 

IS  14" 

(,  surtax  3 

71/2 

Washington 

4.5 

9 

Michigan 

7.8.'' 

4 

9 

West   Virginia 

6 

3 

8./2 

Minnesota 

12 

4 

7 

Wisconsin 

7.9 

4 

7 

Mississippi 

4 

59 

9 

Wyoming 

— 

3 

7 

Missouri 

5 

3 

7 

Dist.  Columbia 

813 

5 

8 

1.  See  source  for  detailed  rate  schedules 

2.  6%  for  financial  institutions 

3.  18%  of  federal  income   tax. 

4.  43^%  beginning  April  1,  1974 

5.  Gross  income  tax  varies  from  1/0%  to  4%  of  the  value  of 
products,  gross  proceeds,  or  gross  income  according  to  type 
of  business 

6.  X'aries  by  county 

7.  10%  for  net  income  over  glOO.OOO 


8.  9.7%  for  financial  institutions 

9.  i/g    of    1%    to   5%    of   gross    income,    depending   on    tvpe    of 
business 

10.  Effective  1/1/74 

11.  6%,   for  banks  and  financial  firms 

12.  6%  for  financial  businesses 

13.  Effective  1/1/74 

Source:  Commerce  Clearing  House,  Slate  Tax  Handbook    (as  of 
October  1,  1973)  . 


profits  will  not  be  adversely  affected,  and  it  may 
ignore  tax  differentials  in  deciding  location. 

Let  us  assume,  however,  that  tax  differences  do 
affect  a  firm's  profits  and  therefore  must  be  considered 
in  making  a  location  decision.  We  then  must  ask: 
How  important  aie  taxes  in  the  decision? 

Other  things  being  equal,  a  firm  will  logically 
choose  a  location  where  total  costs  are  lowest — not 
the  location  where  only  tax  costs  are  lowest.  Taxes 
are  only  one  of  many  costs  of  business  and  only  a 
minor  cost  compared  with  total  costs.'"    How  tax  dif- 


10.  Bridges  estimated  that  if  Wisconsin  manufacturers  were 
exempted  from  all  local  property  taxes,  firms'  state-local  tax 
costs  would  be  reduced  an  average  of  0.68  per  cent  of  value  of 
shipments.  The  estimates  ranged  from  a  low  of  0.37  per  cent 
for  the  food  products  industry  to  1.10  per  cent  for  the  primary 
metals  industry.  However,  the  reduced  state-local  tax  costs 
would  be  offset  significantly  by  increased  federal  income  taxes. 
Bridges,  "State  and  Local  Inducements,  Part  II,"  Table  V,  p.  178. 


ferences  influence  location  decisions  depends  on  how 
those  differences  compare  with  combined  differences 
in  other  costs. 

In  most  cases,  location  decisions  will  hinge  on 
more  important  and  fundamental  differences  than 
tax  differences.  For  example,  the  basic  considerations 
of  a  market-oriented  fimi  will  be  proximity  to  inarkets 
and  transportation  costs.  Differences  between  alterna- 
tive locations  with  respect  to  these  considerations  will 
usually  outweigh  benefits  from  low  taxes.  Similarly, 
firms  that  must  rely  on  raw  materials  supplies  will 
not  usually  be  persuaded  to  locate  away  from  supplies 
because  additional  transportation  costs  would  out- 
weigh lower  tax  costs.  Labor-oriented  firms  will 
usually  find  that  wage  rates  and  availability  of  labor 
are  mote  important  than  tax  differentials. 

While  it  is  logical  for  a  firm  to  consider  total 
costs  in  all  alternative  sites,  it  is  difficult,  if  not  im- 
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possible,  to  obtain  complete  information  on  costs  at 
all  alternative  sites,  and  location  decisions  are  prob- 
ably made  by  a  process  ot  elimination.  A  firm  first 
chooses  a  few  primary  criteria  based  on  major  con- 
siderations such  as  proximit)'  to  markets,  raw  mate- 
rials supplies,  transportation  costs,  and  labor  avail- 
ability. Then  it  narrows  the  list  of  potential  sites  to 
a  few  sites  or  to  a  geographical  area  in  which  these 
criteria  are  met.  Once  the  list  is  limited,  the  firm 
begins  to  consider  secondary  criteria  such  as  taxes, 
cost  of  land,  local  public  services,  the  desirability  of 
the  connnunity  as  a  place  to  live,  and  so  on. 

Thus,  although  the  general  area  or  the  list  of 
potential  locations  may  be  decided  on  the  basis  of 
market  access,  raw  materials  supply,  labor  supply,  or 
transportation  costs,  the  choice  of  a  specific  commun- 
ity, the  choice  of  a  particidar  state  within  an  area, 
or  the  choice  of  an  actual  site  may  be  determined  by 
factors  of  secondary  importance.  Of  course,  to  the 
communities  involved  in  the  final  choice,  these  factors 
will  seem  to  be  the  critical  ones.  It  is  thus  conceiv- 
able that  tax  inducements,  while  affecting  a  minor 
cost  and  representing  a  minor  location  factor,  could 
determine  the  choice  in  the  end. 

Labor-oriented  firnrs  are  more  likely  than  other 
firms  to  choose  their  locations  on  the  basis  of  secon- 
dary factors  because  labor  conditions  do  not  vary  as 
much  within  limited  areas  as  they  do  between  areas; 
raw  materials  supplies  and  market  conditions  are 
likely  to  vary  more  within  an  area  than  labor  condi- 
tions. For  example,  many  apparel  firms  are  indiffer- 
ent about  location  within  an  area  that  has  low  wages 
and  abundant  labor  supply.  For  these  firms,  such 
factors  as  low  land  prices  or  tax  inducements  may 
determine  specific  location  even  though  labor  supply 
is  basically  a  more  important  factor. 

If  inducements  afiect  onh  the  specific  site  but  not 
the  area  in  which  firms  locate,  any  tax  or  financial 
inducement  that  causes  a  plant  to  locate  at  a  particu- 
lar site  may  benefit  that  community,  but  it  will  not 
increase  the  benefits  to  the  entire  area.  One  com- 
munity's gain  is  another  community's  loss.  There- 
fore, as  a  matter  of  statewide  or  regional  policy,  tax 
or  financial  inducements  may  not  be  advisable  even 
if  they  are  shown  to  be  successful  in  inlluencing  firms' 
decisions  to  choose  a  particular  connnunity.  Accord- 
ingly, southern  states  that  have  tax-exemption  pro- 
grams may  be  competing  against  other  southern  states 
for  firms  that  \vant  to  locate  .somewhere  in  the  South; 
as  a  region,  the  South  probably  gains  little  from  these 
programs. 

Given  that  in  some  cases  taxes  could  be  the  de- 
cisive factor  in  choosing  a  specific  location,  are  taxes 
important  enough  as  a  location  factor  for  us  to  con- 
clude that  taxes  will  often  decide  industrial  location? 
While  it  is  difficult  to  assess  the  importance  of  taxes 
when  so  many  factors  are  involved,  there  are  several 
reasons  for  believing  that  taxes  will  seldom  be  the 
decisive    factor.     First,    of    course,    taxes    are    not    a 


primary  location  factor  and  onh  one  of  many  secon- 
dary location  factors.  To  be  the  determining  factor, 
they  must  offset  not  only  differences  in  primary  fac- 
tors but  also  differences  in  all  other  secondary  factors. 
Second,  as  mentioned  earlier,  since  a  firm  may  be 
able  to  pass  tax  costs  on  to  its  customers,  it  may 
choose  a  particular  state  or  community  despite  its 
higher  taxes.  Third,  also  mentioned  earliei,  the 
attraction  of  tax  differences  is  reduced  considerably 
by  compensating  changes  in  corporate  income  tax 
liability.  Fomth,  within  geographical  areas  tax  dif- 
ferentials tend  to  be  small,  and  even  among  states 
tax  structiues  are  becoming  more  uniform.  Fifth,  a 
firm  that  is  making  a  location  decision  will  not  have 
complete  information  about  tax  costs  and  therefore 
cannot  make  a  decision  on  the  basis  of  taxes  alone, 
since  complete  tax  information  about  alternative  lo- 
cations ^^•ould  Ije  available  only  if  the  plant  were 
built  in  the  alternati\e  locations.  Finally,  firms  may 
be  less  concerned  aboiu  the  amount  of  taxes  they  will 
have  to  pay  than  about  the  fairness  of  taxes,  the 
administrati\'e  red  tape  and  reporting  costs,  and  the 
stability  ot  t;ix  rates  and  administration. 

ALTHOUGH  THIS  DISCUSSION  seems 

to  indicate  that  tax  and  financial  inducements  can- 
not be  expected  to  be  of  major  importance  in  indus- 
trial de\elopment,  still  the  feeling  jjersists  very  strong- 
ly that  these  inducements  should  pay  off.  After  all, 
states  and  comnumities  have  continued  to  use  induce- 
nrents  tor  many  decades,  and  businessmen  and  indus- 
trial dexelopment  specialists  continue  to  urge  their 
use.  The  follo^ving  section  contains  evidence  from 
studies  and  sur\'eys  of  businesses  that  may  shed  some 
light  on   the  efficacy   of   inducements. 

Studies  and  Surveys 

Over  several  decades,  numerous  studies  have  been 
made  of  the  effect  of  taxes  and  financial  inducements 
on  industrial  location  decisions.  Many  of  them  have 
been  based  on  smveys,  usually  by  written  question- 
n:iire,  of  businessnren  in  firms  that  had  made  a  loca- 
tion decision;  other  studies  have  used  jjersonal  inter- 
views of  such  businessmen.  The  consistency  of  their 
findings  jjrovides  strong  corroboration  for  the  hypo- 
thesis th;it  taxes  are  only  a  minor  location  factor. 
The  following  materials  (including  Table  2)  summa- 
rizes the  jnimary  findings  of  17  surveys  based  on 
cjuestionnaires  distributed  that  ha\e  lieen  surveyed 
by   another   writer.^'     Markets,    labor,    I'aw   materials. 


11.  William  E.  Morgan.  "The  Effects  of  State  and  Local  Tax 
aiul  Financial  Indutement.s  on  Industrial  Location"  (Ph.D.  diss.. 
University  of  Colorado,  1964).  Findings  of  surveys  based  on  per- 
sonal interviews,  which  also  were  reviewed  by  Morgan,  were 
similar  to  those  based  on  questionnaires,  except  that  "personal 
factors"  ranked  higher  in  the  interview  surveys.  See  page  24 
for  a  discussion  of  general  weaknesses  of  the  survey  approach. 
Other  studies  are  reviewed  in  John  F.  liue.  "Studies  of  State- 
Local  Tax  Influences  on  Location  of  Industi-y"  Nalinuiil  Tax 
Journal  14.  No.  2  (June  1961),  pp.  163-73. 
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and  transportation  were  the  prime  fac  tors,  while  taxes 
were  of  little  significance  in  all  the  surveys.  How- 
ever, textile,  apparel,  and  shoe  nianutactmers  con- 
sidered taxes  to  be  more  important  than  did  other 
types  oi  firms. 

•  Colorado  Surrey.  Taxes  ranked  twenty-seventh  out 
of  thirty  factors.  Only  12.7  per  cent  of  the  firms  indi- 
cated that  any  consideration  had  been  given  to  Colo- 
rado's state  and  local  taxes.  I^ess  than  1  jser  cent  of 
the  new  firms  placed  any  importance  on  availability 
of  communitv  financial  subsidies:  subsidies  ranked 
next  to  last  in  importance.  The  most  important  fac- 
tors ^vere  "a\ailability  of  markets,"  "availability  of 
future  markets,"  and  "over  all  growth  of  the  state  or 
area. "12 

•  Florida  Suri'cy.  "State  and/or  municipal  tax  struc- 
tures" was  ranked  fifteenth  out  of  twenty-three  fac- 
tors; only  one  out  of  752  firms  listed  it  as  a  primary 
location  factor.  Taxes  ^vere  mentioned  by  only  41 
firms.  "C^ommunity  attitudes  and  aid"  ^\as  ranked 
last;  only  tivo  firms  mentioned  this  factor,  and  they 
listed  it  third. 13 

•  Georgia  Surrey,  .\lthough  36  of  the  130  firms  siu'- 
veyed  had  received  some  form  of  assistance  from  the 
state  or  connnunity,  when  asked  "'What  could  Georgia 
do  to  attract  more  industrv."  only  three  of  the  102 
comments  received  indicated  that  tax  concessions 
would  attract  industry  to  the  state." 

•  Maryhnid  Survey.  Taxes  ranked  eighteenth  out  of 
21  factors;  only  foiu'  firms  out  of  118  considered  them 
significant.  "Financial  aid,"  mentioned  by  only  five 
firms,  ranked  sixteenth.  The  most  important  factors 
were  "labor,"  "markets,"  "available  factory  build- 
ings," and  "location  of  producti\e  materials."'' 

•  Minnesota  Survey.  "Personal  and  property  taxes" 
and  "real  property  taxes"  ranked  sixth  and  seventh 
out  of  21  factors.  "^V'ork  attitudes  of  individual 
workers"  was  considered  most  important,  Avhich  may 
be  explained  by  the  fact  that  a  large  part  of  the 
sample   hired   primarily   unskilled    labor.'" 

•  New  Jersey  Survey.  "Reasonable  state  and  mimici- 
pal  business  taxes"  and  reasonable  state  and  iiumici- 
pal  personal  taxes  were  ranked  third  and  sixth,  rcspec- 


12.  L.  J.  Crampon  and  Paul  \V.  DeGood,  Jr.,  Induitria! 
Location  Suti'ey,  (Boulder.  Colorado:  Bureau  of  Economic  Re- 
search.  University  of  Colorado,   19;)7). 

13.  Melvin  L.  Greenhut,  "An  Empirical  Model  and  a  Survey: 
New  Plant  Locations  in  Florida,"  Revieic  of  Economics  and 
Statistics  41   (1959).  433-38. 

14.  A.  Lee  Cobb,  "Factors  .Effecting  Industrial  Location  in 
Georgia,"  Georgia  Business  16,  no.  2  (May   1957),  1-9. 

15.  Location  Factors  iti  Establishing  Xew  Manufacturing 
Finns  in  Maryland  (Baltimore:  Maryland  State  Planning  Com- 
mission,  1951). 

16.  Business  Executives'  Researcli  Committee  and  School  of 
Business  .Vdministration,  Industrial  Location  and  the  Minnesota 
Economy   (.Minneapolis:    University   of  Minnesota,    1955). 


ti\ely,  among  twelve  factors.  Business  taxes  were  con- 
sidered to  be  "\ev\  important"  by  34  per  cent  of  the 
films  and   "oi  some  importance"  b\   41    per  cent.'' 

•  New  York  Area  Survey.  When  asked  to  list  the 
most  favorable  and  the  most  unfavorable  factors  in 
tluii  plant  location  decisions,  btisinessmen  listed 
"iminicijjal  taxes,"  "wages"  and  "taxes  in  general"  as 
most  significant  unfavorable  items.  The  most  impor- 
tant favorable  factors  were  "access  to  markets,"  "fac- 
toi  \  buildings,"  and  "loom  for  expansion.""* 


•  Oregon  Surxu-y.  "Favorable  state  and  local  taxes" 
ranked  sixteenth  out  of  18  factors.  Only  3  per  cent 
of  the  firms  were  "strongly  inlluenced"  by  state  and 
local   taxes.'" 

•  Seiien  Southern  States  Survey.  "Favorable  tax 
strticture"  ranked  fifteenth  (uit  of  16  factors,  and 
financial  aid  ranked  sixteenth.  Favorable  taxes  were 
mentioned  as  being  most  important  by  less  than  1 
per  tent  of  the  firms.-" 

•  Southwest  Survey,  .\mong  34  factors,  taxes  ^vere 
ranked  t^venty-fourth  b\  large  firms  and  twenty-second 
b\  small  firms  in  Oklahoma,  Texas,  Louisiana,  .\r- 
kansas,  Kansas,  and  Mississippi.  "Subsidies  or  other 
incenti\es  by  state  or  local  groujjs"  ^vas  ranked  last. 
The  most  important  factors  were  "availability  of 
]jrodtict  markets,"  "wages  and  salaries,"  and  "abun- 
dance of  general  labor  supply."-' 

•  Texas  Sur-ve\ — L'nix'ersity  of  Texas.  Taxes  were 
i:inked  ele\enth  among  15  factors  most  often  men- 
lioned.  Subsidies  were  not  mentioned  as  an  impor- 
tant reason  for  selecting  Texas  as  a  location.  The 
reason  most  often  cited  ^^•as  the  expanding  south- 
^vestern  market  and  the  potential  industrial  develop- 
ment in  ]3opulation  grotyth  in  the  area.-- 

•  Texas  Surx'ey — Texas  A  d-  M.  Taxes  ranketi  four- 
teenth among  16  factors  in  importance.  Only  five 
firms  (approximately  1.5  per  cent  of  the  total)  con- 
sidered taxes  to  be  of  primary  importance,  and  only 
49  (15  per  cent  of  the  total)  mentioned  taxes  as  one 


17.  Soloi7ion  J.  Klink.  et  al.,  "The  .\ttractiveness  of  New 
|crsc\  as  a  Mantifacturing  Location,"  Tlie  Economy  of  \ew 
Jerscx  (New  Brunswick.  N.  J.:  Rutgers  University.  1958).  pp. 
243-61. 

18.  John  L.  Griffin,  Industrial  Location  in  the  Xew  York 
Area  (New  York:   The  City  College  Press,   1956). 

19.  Wesley  C.  Ballaine,  H'hv  Business  Firrns  Located  in 
Orego)!  19-IS-1(>^7.  (Eugene,  Oregon:  Bureau  of  Business  Re- 
searcli, University  of  Oregon.  1958). 

20.  Thomas  P.  Bergin  and  William  F.  Eagan,  "Economic 
Role  and  Communitv  Facilities,"  Municipal  Finance  33,  no.  4. 
(May   1961),  146-50. 

21.  Francis  R.  Cella.  et  al..  Factors  .Affecting  Industrial  Loca- 
tion in  the  Souttuvest  (Norman,  Oklahoma:  Bureau  of  Business 
Research.   Uni\ersity  of  Oklahoma,  1954). 

22.  Florence  Escott.  Win  122  Manufacturers  Located  Plants 
in  Fexas  (.\ustin,  Texas:  Bureau  of  Economic  Research,  Univer- 
sity of  Texas,  1954). 
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of  their  five  reasons  for  locating  in  Texas.  "Financial 
help"  ranked  thirteenth:  onlv  eight  firms  considered 
it  an  important  factor  and  onh  34  firms  (less  than 
10  per  cent  of  the  total)  considered  it  one  of  the  five 
reasons  for  their  location  decision.  The  most  inrpor- 
tnnt  factors  were  markets,  labor,  and  raw  materials. -^ 

•  West  Virginia  Siiri'e\.  Taxes  ranked  twelfth  among 
16  factors.  "Community  financial  aid"  was  ranked 
last:  82  per  cent  ot  the  firms  stated  that  financial 
assistance  "did  not  enter  into  the  location  choice." 
The  most  important  lactors  were  "adequacv  of  labor 
supply,"  "transportation  facilitie^."  and  "loiation  ^vitii 
regard  to  markets."-' 

•  ]]'isconsin    Sini'ew     The    most    significant    factors 


reported   were   "^vages."    "markets," 
taxes."-" 


'materials,"    and 


•  United  States  and  Canada  Suri'ey.  This  survey  in- 
cluded 10,267  firms  and  2,084  commtmities  in  the 
L'nited  States  and  Canada  dining  the  period  1926-27. 
Taxes  were  ranked  t^^■elfth  and  financial  aid  ele\enth 
among  16  factors.  Markets,  labor,  and  transjiortation 
^vere  the  most  significant  factors.-'' 

•  Business  ]Veek  Smvcw  Taxes  ranked  fifth  among 
13  factors;  only  14  per  cent  of  the  firm?  considered 
taxes  important  in  some  degree  in  selecting  a  new- 
plant  location.  The  most  important  factors  were 
markets,    labor,    transportation,    antl    raw   materials.-' 

•  Dun's  Reiiiew  Siiri'ey.  Twent\-two  of  107  firms 
said  they  preferred  rinal  areas  for  their  new  plants 
because  these  areas  ollered  lower  labor  costs,  better 
employee  relations,  ami  loiver  taxes  and  operating 
costs.-'^ 

One  study  not  co\ered  bv  Morgan's  re\ie-(\-  sho-svs 
taxes  to  be  somewhat  more  important  than  other  sur- 
veys did.-^  Conducted  in  1963  in  .South  Carolina,  the 
sinvey    showed    that    Avhile    labor    conditions    ("labor 


23.  L.  S.  Paine.  An  E-c'tiluiilion  of  Plant  Location  Factors  in 
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25.  \Visconsin  Business  Research  Council,  Industrial  De-eelop- 
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ment Committee  of  tjie  National  Electric  Light  .\ss(Kiation. 
1928). 

27.  The  Plant-Site  Preferences  of  Industry,  and  the  Factors 
of  Selection.  Business  W'eeV.  Research   Report  (.August,   1958). 

28.  "New  Light  on  Site-Seeking."  Dun's  Rei-iew  of  .Modern 
Industry    (March    1959),    90-91.    104-11. 

29.  .A.  C.  Flora.  Jr.,  "Industrial  Location  in  South  Carolina, " 
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Table  2 

Significance  ol  Location  P'actors  .\ccording  to  Business 
Opinion,   .\>   Re\ealed   by    17   Questionnaire   Sin-ve\s 

Factor  Primar\  Some  Little 

Markets 
Labor 

Raw   .Materials 
Transportation 
I  axes 
Financial    Inducements 


16 
10 
10 


6 

10 
3 


13 
13 


Source:  SeNenteen  questionnaire  survevs  reviewed  in  \ViIliam 
E  .Morgan.  The  Effects  of  State  and  Local  Tax  and  Financial 
Inducements  on  Industrial  Location"  iPh.D.  diss.,  Iniversitv  of 
Colorado,   1964)  . 

relations,"  "historv  of  \\ork  stoppages,"  and  "extent 
ot  unionization")  were  most  important  in  the  location 
decisions  of  the  32  firms  in  the  sin'vey,  tax  considera- 
tions ("assessment  bases,"  "property  tax  rates  and 
fees,"  "trends  in  tax  legislation,"  and  "special  induce- 
ments to  industry")  were  more  significant  than  other 
factors.  The  findings  of  this  study  perhaps  support 
the  hypothesis  that  labor-oriented  firms  are  more 
likely  than  other  types  of  firms  to  make  their  choice 
of  specific  location  on  the  basis  of  secondars'  factors. 
On  the  other  hand,  in  an  earlier  South  Carolina  sur- 
\e\,  none  of  the  officials  of  49  new  manufacturing 
plants  mentioned  taxes  as  a  significant  factor  e\en 
though  South  Carolina  had  a  five-vear  exemption  in 
most  counties:  raw  materials  and  local  markets  Avere 
listetl  as  HKist  impoi  tant.-^" 

Tax  and  Financial  Inducements  as 
Instruments  of  Public  Policy 

In  light  of  e\idence  from  these  sui-veys,  one  is 
temptetl  to  dismiss  tax  and  financial  inc^ucemeirts  as 
inetfectixe  in  all  but  marginal  cases  and  therefore 
unworthx  ot  use  as  instruments  of  public  policy. 
But  how  then  can  we  explain  the  persistent  support 
of  inducements?  \\'h\  do  the  business  community  and 
inilustri.il  de\eIopment  specialists  continue  to  insist 
iii.it  (he  t.ix  structure  be  used  to  speed  industrial 
develo])mentr 

One  possible  explanation,  of  course,  is  that  the 
business  (oniniunu\  is  merely  looking  for  a  tax 
ijreak.  and  the  best  chance  for  getting  it  is  to  con- 
\ince  the  public  or  legislators  that  the  tax  break  is 
in  the  pidjlic  interest  because  it  xsill  dra\v  new  indtis- 
ti'\  and  increase  eiiijjloyment  aiui  paMolls. 

A  less  (vnical  explanation  is  that,  of  all  the  factors 
that  determine  location  of  inclustr\,  onlv  taxes  can 
easilv  be  controlled.  The  large  benefits  often  believed 
to  accrue  lioni  new  iiidustr\  make  many  communities 
\villino  to  "o  to  creat  lengths  to  attract  industr\.    But 


30.  "-^ctixating  Motives  of  Industn-  Location  Since  1939," 
h  .\cic  Industry  Tax  Exemption  Eflectivci'  Soiuh  Carolina  State 
Planning  Board  pamphlet  no.  9.  (Columbia.  S.  C.  March  1943). 
pp.  11-13. 
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fundamental  (hant;cs  iliai  \vt)nld  cnconrage  industrial 
development,  such  as  establishing  labor-force  tiainin;^ 
programs  or  improxing  ti  anspoi  tation  facilities,  are 
too  costly  ami  usually  i)eyontl  the  capabilities  of  single 
communities. 

Tax  and  financial  inducements  are  often  sup- 
ported on  the  grounds  that  benefits  to  a  comnuniity 
from  a  new  plant,  in  the  foini  of  increased  employ- 
ment and  income,  will  far  exceed  their  cost  in  reduced 
tax  revenues.  This  would  probably  be  true  for  the 
single  plant  that  locates  in  a  community  or  state  as 
a  result  of  a  tax  concession.  Unfortunately,  tax  and 
financial  inducements  usualh  cannot  be  olfered  on  a 
selective  basis.  I'siially  they  must  extend  to  all  firms, 
and  therefore  they  will  benefit  firms  that  would  have 
made  the  same  location  decision  even  if  an  induce- 
ment had  not  been  offered.-"  For  example,  in  states 
that  exempt  inventories  from  property  taxes  in  order 
to  become  more  attractive  to  industry,  revenue  from 
all  firms  that  previously  paid  taxes  on  inventories  is 
lost,  as  well  as  revenue  from  all  firms  that  subse- 
quently locate  plants  in  the  state:  this  large  revenue 
loss  is  offset  only  by  the  additional  corporate  and 
franchise  taxes  paid  by  the  relatively  few  firms  that 
will  locate  in  the  state  as  a  direct  result  of  the  exemp- 
tion. Thus,  when  we  evaluate  inducements  as  public 
policy  instruments,  we  must  weigh  the  benefits  against 
total  costs  of  the  inducements.  The  onh  benefits  that 
should  be  counted  aie  benefits  that  accrue  from  plants 
that  would  not  have  made  the  same  location  decision 
if  the  tax  or  financial  inducements  had  nC  been 
offered.''-  At  the  same  time,  all  costs  and  financial 
inducements,  including  the  cost  of  inducements  that 


31.  Morgan  found  that,  while  few  plants'  location  decisions 
were  made  to  obtain  tax  concessions,  most  plants  applied  for 
tax  concessions  when  concessions  were  allowed.  Effects  of  In- 
ducements, p.   152. 

32.  Benefits  should  be  "net  benefits."  That  is,  from  the 
benefits  in  the  form  of  increased  income  and  employment,  one 
should  subtract  "negative  benefits"  of  industrial  plants  such 
as  higher  costs  of  local  government  and  congestion  and  pollution 
costs. 


are  not  responsil)le  lor  new  platits,  must  be  counted. 
W'heti  this  is  done,  it  seems  unlikely  that,  given  the 
e\  ideiiie  ( ited   earliei ,   benefits  will   exceed   costs.-'-' 

l-'.\en  il  inducements  were  found  to  be  effective 
in  influencing  location  decisions,  their  use  tends  to 
be  self-defeating  because  other  states  or  communities 
soon  learn  to  use  the  same  inducements,  and  there- 
after the  inducements  become  ineffective.  .As  men- 
tioned earlier,  inducements  are  also  self-defeating  to 
a  state  or  region  because  new  industry  in  one  com- 
munity may  be  lost  to  othei  commutiities  in  the  state 
or  region. 

.Se\eral  other  arguments  can  be  made  against  in- 
ducements. Firms  may  interpret  low  tax  rates  or  tax 
inditcements  as  an  indication  that  public  services  are 
inadequate.  L.ow  taxes  on  industry  may  im]jly  high 
taxes  for  other  taxpayers  in  the  community  who  will 
not  benefit  from  the  new  plants.  Existing  industry 
tiiay  suffer  a  competitive  disadvantage  from  special 
tax  coticessions  to  a  j)lant;  moreover,  existing  ]5lants 
ma\  expect  to  recei\e  ecjuivalent  concessions.  When 
piopert)  tax  exemptions  are  granted,  local  go\eiii- 
nients  ma\  face  higher  public  service  costs  while  it 
is  state  go\ernment  that  receives  the  additional  re\e- 
nue  in  the  form  of  corporate  income,  franchise,  and 
sales  taxes.  Firms  that  are  attracted  to  a  community 
because  of  tax  considerations  are  likely  to  have  few 
othei  stronii  reasons  for  locatinu  there.  With  "^veak 
ties  to  the  community,  these  firms  are  likely  to  leave 
Avhen  tax  concessions  expire  or  when  another  com- 
imtnity  offers  more  attractive  inducements.  Finally, 
labor-oriented  fimis,  which  are  most  likely  to  be  at- 
tracted by  inducements,  are  more  likely  to  be  low- 
wage  industries,  which  may  not  substantially  im- 
prove the  economic  \velfare  of  the  comirunity. 


33.  Morgan  concluded  from  his  analysis  of  tax-exemption 
programs  in  five  southern  and  two  northeastern  states  that  '.K) 
to  93  per  cent  of  total  industrial  investment  during  a  four- 
sear  period  would  have  been  undertaken  even  if  tax  exemptions 
luid  not  been  available.  The  gain  from  the  7  to  1(1  per  cent 
that  located  because  of  the  inducement  was  foimd  not  to  cover 
the  direct  cost  of  the  exemptions.  Effects  of  Inducements,  pp. 
15(5-58. 
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'S^o^  '^Cideu/L^ 


Prisoners  in  Amerioa,  edited  by 
Lloyd  E.  Ohlin.  Englewood  Clilis, 
N.J.:  Prentice  Half,  197^..  .S2.45 
(paperback). 

This  book  provides  an  overview 
ot  problems  confronting  the  Amer- 
ican correctional  system  and  offers 
guidelines  lor  coping  more  efiec- 
tively  with  prisoner  rehabilitation. 
The  author  is  professor  of  crimi- 
nology at  Har\ard  Law  School, 
and  this  volume  was  irsed  as  back- 
ground reading  for  (onferees  at- 
tending the  Forty-second  American 
Assembly  held  at  Arden  House, 
Harriman,  New  \'ork,  in  December 
1972.  It  includes  an  extensixe  list 
of  the  principal  sources  and  sug- 
gested references  that  would  be 
usefid  to  a  researcher  interested  in 
correctional    reform. 

The  Ecology  of  Stray  Dogs,  by 
Alan  Beck.  Baltimore:  York  Press, 
1972.   98  p]3.   S9.5(). 

In  his  movemeiu  to  the  city, 
man  has  brought  his  age-old  com- 
panion— the  dog.  One  authority 
estimates  that  half  the  nation's 
approximately  25  million  clogs  live 
in  the  city.  Unfortunately,  the 
large  luijan  clog  popidation  causes 
problems   fcjr   Ijoth   man    and   clog. 

The  F.cology  oj  Stray  1>(>l^^ 
studies  free-rans;ino  urban  dotis 
and  their  impact  on  the  urljan 
en\ironment.  With  extensive  field 
work  in  ]5altimoie,  the  aiuhor 
analyzes  the  soinxe  and  distribu- 
tion of  free-ranging  dogs,  their 
behavior  patterns,  their  mortality, 
and  their  social  organization.  He 
then  discusses  the  impact  of  the 
urban  dog  popidation  on  public 
health    and    the    cjuality   of    inban 


life.  Coin"  beyond  the  matter  of 
dog  bites,  the  discussion  alsc:)  laises 
the  interrelatedness  of  rat  control 
and  dog  control,  the  proijlems  of 
large  amounts  of  dog  excrements 
in  the  city,  and  other  environmen- 
tal impacts  such  as  noise  and  the 
clestiiiction  ol  trees  and  shrubs. 
The  book  concludes  xvith  strong 
leconnnendations  for  better-man- 
aged and  stricter  contiol  ot  free- 
ro\  ing  clogs  in   the  c  it\'. 

I'he  value  of  the  book  will  be 
determined  lay  its  use.  To  the 
uriian  planner,  cit\  manager,  or 
legislator  it  may  provide  helpfid 
Ijackground  infoimation  for  deci- 
sion-making. For  example,  the 
study  shows  that  dogs  are  more 
acti\e  and  present  in  larger  niuii- 
bers  arcjund  (i  a.nr  Therefore,  if 
dog  wardens  were  on  the  streets 
at  that  lime,  they  could  ])ick  u]j 
more  dogs  with  less  effort. 

Hut  despite  the  liook's  merits,  it 
has  diawljacks.  Fhc  reader  nuist 
endure  a  heavy  close  o\  slalistics 
and  s(ieinihc  language.  Noi  can 
he  expect  a  comprehensive  and 
scientific  language.  Furthermore, 
the  book  does  not  give  a  compre- 
hensi\e  program  for  dog  control; 
the  practical  recommendations  at 
the  end  of  the  book  aie  few  and 
directed  largeh  at  the  li.altimore 
dog   conlrol    program. 

Fo  the  academician,  the  book 
oilers  dat.i  and  ol:)ser\ations  that 
ma\  be  helpful  in  stuching  dogs 
generally  or  in  studying  the  impact 
ol  the  urban  setting  on  dogs  and 
other  animals,  including  man. 
Hc)wever,  the  l)ook  does  not  pre- 
sent a  systematic  theory  of  the 
eccjlogy    of   stray   dogs   or   of   their 


beha\ior.  Rather,  it  follows  the 
n.irrow  scope  of  the  graduate  thesis 
on  which  it  was  based.  It  simply 
recites  by  topic  statistics  and  ob- 
servations fiom  the  field  study  fol- 
lowed by  a  short  discussion,  pre- 
senting no  conclusions  or  theories 
— sa\e  scjine  practical  recommenda- 
tions for  stricter  dog  control.  In- 
deed, the  book  fails  to  explore  the 
l.nger  issues  and  implications  of 
an  urban  clog  study  suggested  in 
ilic  introduction.  In  short,  the 
hiKik  represents  a  no\c-l  and  inter- 
esting study  but  is  not  a  compre- 
hensive or  complete  treatment  of 
ilie  ecology  of  free-ranging  urban 
clogs. 

.'Man  M.  lieck,  the  author,  is  the 
I'lban  Ecology  Task  Force  chair- 
man with  the  C^enter  for  the  Biol- 
ogy ol  Xalural  Systems  at  Wash- 
ingion    I'niversity   in   St.    Louis. 

— Kenneth    Davidson 

XoRllI    CiAROlJNA,    THF    HlSTORV    OF 

A  SoriHFRN  State,  by  Hugh  Tal- 
mage  Leiler  and  Albert  Ray  New- 
some,  third  edition.  C^hajjel  Hill: 
l'ni\ersitv  of  North  (iinolina  Press, 
197.'!.     SI  1.9,'). 

In  ihis  edition.  Dr.  Leiler  Iras  re- 
\Milten  considerable  amounts  of 
lext  to  include  ne^v  information 
.nid  to  cle\elop  and  give  added 
prominence  to  areas  such  as  the 
position  and  inlluence  of  the  Negro 
in  North  (■,:u()lina.  Updated  ap- 
jienclixes  ol  197(1  st.iiisiic  s,  :icicli- 
tioiial  maps  ;iiid  dial  is,  and  Ijibli- 
ographies  ol  recent  books  about 
North  Carolina  are  bonus  features 
loi  the  general  reader  and  the  siu- 
cleiit  whci  \\aiit  a  cc)mprehensi\e 
histoiA  c)|  the  state  lliiough  the 
decade  <A   the   I9()0s. 
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POPULAR  GOVERNMENT 


REORGANIZATION  OF  HUMAN  SERVICES 
-THE  CATAWBA  COUNTY  APPROACH 

T.  Cass  Ballenger  and  David  G.  Hunscher 


Mr.  Ballenger  is  the  chairman  of  the  Catawba  Count\  Board  of  Commissioners  and  Mr. 
Hunscher  is  the  county  manager. 


IN  NORTH  CAROLINA,  HU- 
MAN SERVICES  are  rendered 
primarily  at  the  county  level. 
These  include  welfare  (social  serv- 
ices), health,  mental  health,  alco- 
holic rehabilitation,  and  veterans' 
services.  These  progi'ams  generally 
result  from  both  state  and  federal 
law;  often  the  state  law  has  come 
about  to  implement  federal  legis- 
lation that  offers  matching  fimds 
if  the  state  and  county  govern- 
ments will  appropriate  funds  to 
finance  the  progiams. 

Responsibility  for  human  ser\- 
ices  is  shared  through  \arious  or- 
ganizational units  in  the  three 
levels  of  government.  At  the  fed- 
eral level,  it  lies  primarily  ivithin 
the  U.S.  Department  of  Health, 
Education  and  Welfare.  The  re- 
organization of  North  Carolina 
state  government  that  has  been 
under  ^vay  since  1969  has  centered 
most  state-level  activities  in  the 
field  of  human  services  in  a  single 
imibrella  department  called  the 
Department  of  Human  Resources. 
headed  by  the  Secretary  of  Human 
Resources.  The  Secretary  has  all 
management  functions  in  this  area, 


■i\'hich  are  specified  bv  the  legisla- 
tion that  created  the  Department 
to  include  "planning,  organizing, 
staffing,  directing,  coordinating,  re- 
porting, and  budgeting."  Respon- 
sibility for  policy  matters  is  shared 
by  the  Secretary  -^vith  a  fifteen- 
member  Board  of  Himian  Re- 
sources and  ■(vith  separate  commis- 
sions in  the  various  fields  (social 
services,  health,  mental  health, 
etc.)  that  govern  policy.  The  fif- 
teen-member Board  ad\ises  the 
Secretai")-  on  matters  referred  to  it 
bv  him.  helps  the  Secretary  de\elop 
major  programs,  and  recommends 
priorities  for  programs  within  the 
Department  of  Human  Resoiu'ces. 
Within  the  Department  of  Hu- 
man Resources  are  the  Divisions 
of  Social  Services,  Health.  Mental 
Health,  and  others,  each  headed 
bv  a  director.  For  each  division, 
there  is  a  coirimission  appointed 
b\  the  Governor.  Generally,  the 
separate  commissions  are  charged 
with  responsibility  for  policy  and 
the  administration  of  the  programs 
under  their  supervision,  subject  to 
the  management  authority  of  the 
Secretary.      Each     commission     re- 


places a  state  policy  board  that 
formerh  held  the  powers  and 
duties  now  shared  by  the  Secre- 
tary, the  Board  of  Human  Re- 
soinxes,  and  the  tlirector  and  com- 
mission of  the  di\ision.  Most  im- 
portant, the  commissions  no  longer 
control  personnel  policies  and 
practices,  nor  do  they  make  inde- 
pendent butiget  presentations  to 
the  General  Assembly.  The  gen- 
eral thrust  of  state  reorganization 
lias  been  to  centralize  general 
achninistration  and  budget  making 
in  the  Secretary  and  Board  of  Hu- 
man Resources  and  to  permit  the 
Secretarx  and  the  Governor  to 
organize  and  reorganize  the  pro- 
grams within  the  Department  in 
any  manner  that  seems  likely  to 
result  in  more  efficient  and  effec- 
ti\e  provisions  of  services.  For 
instance,  the  Secretary  may  estab- 
lish or  abolish  any  division  of  the 
Department  with  the  approval  of 
the  Governor,  and  he  may  estab- 
lish or  abolish  other  administra- 
ti\'e  units  or  [X)sitions,  transfer 
personnel  bet\veen  positions,  and 
change  diuies,  titles,  and  salaries 
Avithout    the    Governor's   approval. 
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ON  THE  COUNTY  LE^  EL,  most 
major  areas  of  human  ser\i(:es  arc 
administered  in  a  local  department 
or  agenc^  by  a  county  administra- 
tor, who  implements  policy  set 
lorth  by  a  county  board,  follo^v- 
ing  guidelines  laid  down  by  state 
and  iederal  policy.  The  composi- 
tion of  these  county  boards  is 
established  bv  laiv,  and  their  mem- 
bers are  appointed  in  a  \ariet\  of 
ways.  For  example,  the  l)oard  of 
social  services  is  appointed  partly 
bv  the  State  Board  and  parth'  by 
the  count\'  commissioners;  the 
board  of  health  is  appointed  bv 
tiie  commissioners,  biu  must  in- 
I  hide  certain  professionals  and 
public  ofhcials  such  as  a  licensed 
physician  and  the  chairman  of  the 
board  of  county  commissioners. 
Historically,  each  human  ser\ices 
department  -^vithin  a  tountv  has 
operated  independen tlv  of  the 
others  and  in  relative  isolation. 
Some  results  of  this  separate  ap- 
proach are   that: 

( 1 )  Each  ser\ice  agency  is  respon- 
sible for  preparing,  presenting 
and  justifying  its  o\vn  budget 
requests  to  the  comity  (onimis- 
sioners  in  isolation  tiom  other 
agencies. 

(2)  The  independence  of  ser\ice 
agencies  from  each  other  dis- 
courages such  efficiency  meas- 
ures as  central  referral,  con- 
solidated files,  duplication  of 
administrative   operations,    etc. 

(3)  The  perspective  of  each  agenc} 
on  the  total  needs  of  the  citi- 
zens of  the  county  is  limited  to 
the  relatively  narrovv  program 
that  each  undertakes. 

(4)  Gaps  in  service  are  created 
when  the  total  himian  re- 
sources needs  of  a  person  are 
not  met  bv  one  of  the  existing 
county  services.  For  example, 
an  alcoholic  appealing  to  an 
alcoholic  rehabilitation  agency 
may  also  need  public  assis- 
tance, mental  health  treat- 
ment, or  other  social  services. 
The  present  fragmentation 
limits  the  help  that  a  single 
agency  can  offer  even  though 
this  person's  total  needs  might 
not  have  been  met. 


("))   Service   agencies    aie   often    lo- 
c.ited  in  wideK   separated  parts 
of  a  city  and  ma\    even  be  lo- 
cated  in   different  cities.    This 
physical    separation    picscnts 
two  other  impediments  to  help- 
ing the  person  in  need — travel 
and   distance.     To   receive    the 
approjjriate  services  he  may 
need,    a    citi/en    niav    have    to 
travel    some   distance    to   other 
agencies.      In    some     instances, 
that  distance  and  the  necessarv 
travel  mav  become  insmnioimt- 
able   obstacles   in   his   effort   to 
obtain    further    help:    he    may 
not  have  a  car  or  money  for  a 
taxi,    and    there    nuiy    not    be 
adequate  puljlic  transjjortation 
available. 
(6)   The  dissociation  of  these  vari- 
ous  services   makes    it   difficult 
for    countv    managers    :incl 
coimty  commissioners  to  evalu- 
ate the  work  of  a  single  agencv 
and   its  impact  on   the  hiuiian 
needs  of  the  communitv .    With 
this    inabilitv    to    evalu.ite    the 
.idequacy    of    a    program,    the 
commissioners   have    little   red 
basis  lor  making  funding  judg- 
ments c5n  existing  programs  oi- 
e\:diiating  agencv  requests   lor 
new   or   expanded   services. 
For   these   reasons,   the   need   lor 
reorganizing    the    hiunan    services 
deliverv    svstem   to  achieve  gre.itcr 
coordination    becomes    clear,    and 
tlicre  is  widespread  interest  at  both 
the   loc.d   ;ind  state   levels   in    find- 
ing   the    Ijest    wav    to    provide    lor 
more   effective   delivery   of   human 
services  through  new  organi/ation- 
.il  approaches. 

IN  GENER.\L,  HUMAN  SERV- 
ICES are  administered  v\ithin  the 
bounchiries  of  a  single  cotmty,  but 
some  health  and  mental  health 
programs  have  been  develojsed  on 
:i  regional  basis  that  involve  several 
comities.  Though  the  General  As- 
seniblv  has  authorized  the  provi- 
sion of  social  services  on  a  i  egional 
basis,  this  authority  has  not  yet 
been  irsed.  and  each  county  has  its 
own  social  services  program.  Still, 
Ijecaiise  of  the  problems  just 
pointed  out.  several  counties  have 


begun  to  phni  wavs  to  luiifv  their 
human  resources  programs.  Their 
planning  activities  are  based  upon 
legislation  enacted  by  the  1973 
General  Assemblv  that  permits 
countv  boards  of  connnissioners  to 
rec)rganize  coiuitv  government  as 
tliev  see  fit  within  the  existing 
law.  except  that  this  Ijlanket 
:uitlioritv  does  not  extend  to  cer- 
tain extant  boards — primarily 
those  associated  with  iuniian  re- 
soinces.  .\  countv  mav  plan  for 
reorganization  ot  luun.ui  services 
within  its  bounchiries  in  several 
ways.  One  approach  is  to  seek 
more  effective  coordination  of  de- 
liverv of  hiniian  services  within 
the  existing  legal  framework.  . An- 
other is  to  secme  legishitive  au- 
thoritv- — bv  special  legislation  or 
clumges  in  the  general  laws  appli- 
cable to  local  governments — to  au- 
thorize local  governments  to  re- 
organize existing  local  Ijoards  and 
departments  tiiat  prin  ide  luuiKin 
services. 

Two  comities  have  e.ich  adopted 
one  of  these  alternatives.  Mecklen- 
burg seemed  legislation  in  1973 
applicable  in  counties  v\ith  d  popu- 
hition  over  325,0(11)  (tlius  it  appar- 
ently applies  onlv  in  .Mecklen- 
bing)  that  aiuhorizes  the  county 
lonmiissioners  to  :issuine  direct 
control  over  progr.nns  previouslv 
conducted  through  separate  comity 
boards  and  to  have  all  the  powers 
.md  duties  ol  these  bo:ncls.  .Meck- 
Icnliing  has  held  the  recjiured 
pidjlic  hearings  and  is  planning 
a  building  to  serve  as  a  ceiitial  in- 
take or  access  point  to  the  v.irious 
human  services  provided  by  the 
countv.  The  separate,  independent 
local  boards  ot  social  services  and 
health    v\ill    become    advisorv. 

C  A  T  A  \\  P.  A  TOOK  THE 
OTHER  ROUTE.  It  chose  to 
work  within  the  existing  law  and 
Ijeg.in  a  planning  picxess  with  the 
local  boards  and  ,tdministr:itors 
affected.  Over  a  two-year  period, 
it  has  devised  a  progr;nii  to  work 
toward  coordinating  and  inijirov- 
ing  the  delivery  of  hum.m  serv- 
ices.    Tlie    following    mateiial    is 
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The  Human  Resource  Director  is  appointed  in  conformance 
with  the  personnel  regulations  of  Catawba  County  by  the  Board 
of  Commissioners  upon  recommendation  of  the  Human  Re- 
sources Board. 

Fiscal,  administrative  policies,  and  approvals  are  directed 
through   the  Director. 

The  Board  of  Human  Resources  provides  state  and  federal 
poliq'  coordination  and  local  program  development  and  review. 

The    Board    of    Human    Resources   consists   of    ten    members 


from  present  policy  boauls,  three  from  the  public  health  board. 
iluee  from   the  mental  health  board,  and  one  at  large  member. 

The  chairman  is  chosen  by  the  respective  members  and  does 
iKil   serve  more   than   two   terms. 

Within  the  Human  Resources  Board,  four  stibconnnittees, 
consisting  of  not  moix'  than  three  members  each,  co-ordinate 
with  each  of  the  three  main  activities  and  boards  under  the 
Human    resources    Department. 

The  cili/ens  coinicil  is  called  in  as  needed  to  provide  lay 
input.    1  his  arrangemeiu   is  as  flexible  as  circumstances  require. 
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an  account  ol  -ivhat  the  Cata-\\ba 
Coiint\  Board  of  Connnissfoneis 
has  done  to  l)iing-  about  this  de- 
sired residt  through  local  leader- 
ship. 

THE  PLAN   THAT   HAS  BEEN 

devised  for  Catauba  calls  for  a 
Hiunan  Resources  Program  Area 
concept,  in  which  areas  of  human 
need  are  defined  and  the  resoinces 
of  all  hiniian  ser\ices  departments 
are  brought  together  as  reqiureti 
to  offer  a  program  of  help  in  each 
area.  To  serve  as  a  coordinating 
and  liaison  agenc\  among  the  vari- 
ous departments,  a  Human  Re- 
sources Board  has  been  proposed, 
to  be  ap[X)inted  bv  the  count\ 
commissioners.  C^ountv  commis- 
sioners Irave  authority  imder  exist- 
ing law  to  create  and  appoint  such 
a  board. 

In  the  projected  imj)lementation 
ot  the  plan,  the  Hinnan  Resoini.es 
Boarci  ^\"ill  be  composed  of  mem- 
i)ers  of  the  coimty  boards  of  the 
present  independent  human  serv- 
ices departments.  On  an  interim 
basis,  the  board  is  to  be  ad\isor\  — 
a.ssinning  no  operational  activitx 
in  the  special  areas  of  the  present 
boards  but  encomaging  and  foster- 
ing cooperation  at  the  policy  level. 
Eventuallv,  if  a  general  law  is  en- 
acteci  authorizing  local  govern- 
ments to  reorganize  existing  local 
boards  over  all  hinnan  resources 
programs  and  dejsartments  that 
provide  hinnan  services,  the  board 
will  be  gi\en  responsibility  o\er 
human  resomxes  in  the  comity  and 
the  present  indivitlual  boards  ■will 
be  abolisheil  or  become  citizen  ad- 
visorv  boards.  The  board,  bv  use 
of  subcommittees,  will  deal  ^\ith 
ihe  specific  problems  faced  bv  the 
individual  agencies.  Even  in  the 
interim  period,  such  a  board,  reji- 
resenting  all  of  the  hinnan  services 
agencies  will  be  a  imified.  knoA\l- 
edgeable  bodv  av  ith  a  total  perspec- 
tive of  human  resomxes  in  its  deal- 
ings with  the  countv  commissioners 
in  regard  to  administrative,  policy, 
and  fiscal  matters.  It  will  serve 
a  liaison  function  among  the  \ari- 
ous  agencies,  and  it  will  permit 
a  single  budget  for  the  entire  area 


(il  human  resources  to  be  propc:ised 
anil  presenteil  to  the  lonnnission- 
crs  lor  ,1  unified  program  ap- 
proai  h. 

1  lie  loimtv  lommissioners  are 
also  enipowereil  to  appr^int  or 
cause  to  be  created  a  citizens' 
council,  which  is  another  element 
in  the  plan  for  coordinated  human 
services  tleliver\.  1  his  boilv  would 
ser\e  as  a  lav  ad\isorv  group  to 
countv  go\ernment  in  general.  It 
\\()uld  be  broadly  based,  rellecting 
the  geographic,  demographic,  po- 
litical, and  socioeconomic  make-up 
ol  the  county,  and  would  include 
members  of  those  public  and  pri- 
\ate  communit\  service  programs 
that  know  what  the  connnunitv 
resources  and  needs  are. 

Idealh.  the  structure  of  such  a 
citizens'  council  would  be  kept  as 
llexible  as  possible.  .\  sid)group  ot 
ihc  council  might  be  designated  to 
act  in  an  ad\isorv  capacity  in  the 
area  of  human  resoinces,  defining 
the  existing  problems  and  point- 
ing oiu  other  needs  in  the  countv 
n(5t  noAs'  being  met  through  either 
public   or  pri\ate  soinces. 

Its  jjresent  authority  also  per- 
mits the  Board  of  Commissioners 
to  hire  a  human  resources  director, 
and  it  is  this  person  who  \\ould 
he  the  ke\  figure  in  bringing  all 
ol  the  efforts  together  for  a  total 
human  resoinces  program  for  the 
iount\.  His  job  ^\oulcl  require 
that  he  be  alert  in  all  areas  under 
the  human  resoinces  designation 
and  accoimtable  for  the  results  of 
their  activities.  1  he  director 
would  be  appointed  b\  the  Board 
ol  Commissioners  upon  recom- 
mendation of  the  Human  Re- 
sources Board,  to  work  closely 
with  all  people  responsible  for 
human  services  policy  and  admin- 
istration. .\s  planned,  he  would 
coordinate  both  the  administrative 
and  program  actions  of  each  agen- 
c\ ,  Avith  the  help  of  the  administra- 
tor of  tliat  agency.  This  coordi- 
nation A\ould  be  accomjjlished  by 
placing  administrative  resjxjusibili- 
ties  (such  as  intake  records,  book- 
keeping, and  state  and  federal  pro- 
gram coordination)  in  the  direc- 
tor's   office.     The    director    would 


,ilso  he  empowered  to  contract 
with  pri\ate  agencies  to  expand 
ser\ice  capabilities  ^\•ithin  the 
county.  He  would  also  be  res|X)n- 
sible  lor  program  area  planning. 
1  his  refers  to  the  process  by  ^vhich 
a  manv-laceted  human  ser\ices 
program  is  cle\  ised  that  uses  re- 
soinces ironi  each  of  the  \arious 
human    ser\ices   agencies. 

THE  WORK  THAT  RESULT- 
ED in  this  plan  tor  coordinating 
Catawba  human  services  delivery 
system  was  done  by  the  Catawba 
Couiuy  Board  of  Connnissioners 
and  responsible  officials  in  the  hu- 
man resources  field  o\er  a  jjeriod 
ol  two  \ears.  To  elate,  the  follow- 
ing actions  ha\e  been  taken  to 
implement   the  plan. 

I.  On  July  L',  1973,  the  connnis- 
sioners adopted  the  reorganization 
plan  that  includes  the  concejH  of 
a  coiuny  Department  of  Human 
Resources  (see  the  diagram  on 
|jage  4.S). 

-.  The  Board  of  Commissioners 
has  discussed  the  proposals  with 
all  ot  the  independent  boards  in- 
\ol\ed  and  has  been  ^\ell  received. 
These  boards  ha\e  expressed  a 
^\■illingness  to  mo\e  toward  such 
a  ]3rogram. 

;1  The  Board  of  Conmiissioners 
has  already  consolidated  the  per- 
sonnel functions  of  the  county- 
le\el  human  services  agencies 
(screening,  intervie\ving,  etc.)  into 
its  own  central  personnel  depart- 
ment, leaving  the  final  decisioir  in 
emploxment  of  new  personnel  to 
the  ajjprojjriate  agenc)   director. 

1.  I  he  Board  has  appointed  a 
Human  Resources  Study  Conmiit- 
tee  to  study  the  needs  of  the  com- 
numity:  the  le\el  of  financial  com- 
mitment of  county,  public,  and 
]jri\ate  organizations;  the  lc\el  of 
jjroficiency  and  efficiencT  of  the 
hiunan  resource  agencies  imohed: 
and  where  changes  could  and 
should  occur  in  the  present  human 
ser\ices  delivery  system.  After 
these  areas  have  been  studied,  the 
committee's  findings  will  ser\e  as 
important   input  into  the  commis- 
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sioners'  decision-making  activities. 
The  study  committee's  limction, 
then,  is  continuously  to  assess 
community  needs.  At  all  times, 
ho^vevel•,  the  commissioners  retain 
complete  freedom  in  electing  to 
pursue  structinal  changes  in  the 
way  human  services  are  provided, 
including  hiring  a  director,  seek- 
ing special  legislation,  or  generally 
coordinating  in  other  ways  to  im- 
prove services.  In  addition  to  the 
legal  tact  that  certain  of  the  com- 
missioners' duties  cannot  be  dele- 
gated, the  reason  lor  stijjulating 
this  freedom  is  that  sometimes 
action  must  be  taken  in  parallel 
rather  than  in  sequence.  Decisions 
must  sometimes  be  made  in  con- 
junction with  events  that  may  be 
outside  the  planning  and  study 
efforts. 

5.  The  Board  of  Commissioners 
has  directed  the  county  manager 
to  retain  a  consultant  for  the 
county  to  serve  as  staff  to  the  study 
committee. 

6.  The  Board  has  directed  that 
the  architect  hired  to  draw  up 
plans  for  the  county's  new  Mental 
Health  Center  include  in  his  plans 
a  scheme   to   include   facilities   for 


public  health,  social  ser\ices,  and 
other  related  services  on  the  same 
site,  thus  pro\'iding  plnsically  for 
a  central  place  of  intake  in  human 
ser\ices.  This  entire  facility  would 
be  built  on  the  site  of  the  county's 
hospital,  which  is  centrally  located 
and  easily  accessible  from  all 
points  in   the  county. 

7.  The  lioard  has  diiected  that 
a  public  hearing  be  held  with 
members  present  from  all  the 
boards  and  agencies  involved  to 
discuss  the  initial  movement  to- 
ward this  concejjt  of  coordinated 
luunan  services  and  to  answer 
cpiestions  from  the  public. 

Catawba  County  is  clearly  active- 
ly involved  in  developing  a  pro- 
gram for  improving  its  human 
services  delivery  system,  and  it 
foresees  that  the  other  hiunan  serv- 
ice areas  like  alcoholic  rehabilita- 
tion, veterans'  service,  and  job 
coimseling  will  quite  logically  be 
brought  into  the  total  plan. 

The  county  feels  that  at  a 
mininuun  it  will  have  improved  its 
human  services  by  taking  a 
thorough  inventory  of  needs  and 
available  resources  and  by  involv- 
ing a  niunber  of  interested  citizens 


in  the  decision-making  and  infor- 
mation-gathering processes. 

In  summation,  Catawba's  aim  is 
lo  impro\e  the  efficiency  of  present 
services  in  the  area  of  hiunan  re- 
soinces  and  avoid  future  costs 
through  coordination.  This  coor- 
dination can  be  achieved  vmder  a 
s)stem  that  uses  a  leadership  con- 
cept to  draw  all  of  the  county's 
human  services  resoinces  together 
in  a  coordinated  program  and  a 
single  board  strong  enough  and 
knowledgeable  enough  to  be  of 
advisory  service  to  the  commis- 
sioneis  and,  ultimately,  the  citizens 
ot  the  county.  Such  a  reorganiza- 
tion and  restructuring  of  services 
will  produce  a  basis  for  evaluating 
the  v\'orth  ol  these  human  ser\'ice 
programs. 

Those  who  have  been  involved 
in  planning  for  this  project  freely 
admit  that  they  will  be  feeling 
their  way  for  a  time  in  implement- 
ing the  plan,  bin  they  believe  that 
the  \ery  process  of  considering  the 
services  and  analyzing  their  prob- 
lems will  make  it  possible  to  im- 
prove those  services  and  lead  to 
explorations  for  even  better  ways 
of  coordinating  and  deli\ering 
helj)  to  those  who  need  it. 


Two  million  people  have 
already  toured  our  VVhitaker 
Park  Plant  and.  last  year  alone, 
ihey  eanie  through  over 
IfiO.CXX)  strong.  From  Alabama 
to  Wyoming.  From  Afghanistan 
to  the  West  Indies.  Of  course  it's 
very  flattering  to  us.  But  think 
for  a  moment  about  what  it 
means  to  the  state. 
Most  of  these  people  stayed 
ivernight  somewhere  in 
North  Carolina:  they  ate  meals: 
bought  gasoline:  visited  other 
attractions  and  other  cities.  And 
nearly  all  went  home  a  little 
wiser  and  pleasantly  impressed. 

We  didn't  start  out  to  be  a  tourist 
attraction.  But  it's  nice  to  be 
known  in  Nairobi  and  remembered 
in  Rawalpindi.  Because  it  helps 
sell  our  products  there.  This  helps 
grt)w  more  tobacco  here.  And, 
one  way  or  another,  that 
benefits  everyone  in  our  State. 


R.J.  Reynolds 

Tobacco 

Company 

Winsion-Saleni.  N.  C. 


Every  year,  people  from  every  State  and  every  other 
country  in  the  world  learn  a  little  more  about  North  Carolina 

by  taking  our  plant  tour 


